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HOW IBM FIGURES IN 
THE NATION'S HOUSING PICTURE 


Building Contractor: A Pennsylvania build- 
ing contractor takes the guesswork out of 
cost estimates by analyzing daily costs with 
his IBM system. The result: no misunder- 
standings and considerable cost savings to 
homeowners. 


Mortgage Loans: A large bank now proc- 
esses 90,000 individual real estate loan ac- 
counts in less than six hours—with its IBM 
electronic data processing system. 


Utilities: An Eastern power and light com- 
pany installed an IBM billing and account- 
ing system, saving $200,000 a year... and 
providing trouble-free customer bills. 


DATA 


PROCESSING 














ever 


see 


IBM 


in your home? 


® YOU'LL seldom find a better example of the many ways 
IBM helps business than in America’s housing industry. 

® EVEN while new homes are still dreams, the facts that 
keep costs at rock bottom are figured on IBM machines by lumber, 
appliance, and transportation companies. Speedy IBM methods 
keep production, inventory and shipping low in cost, yet geared 

to the nation's building needs. 

@ AND after houses are built, IBM systems coolly figure 

new savings. Banks use them to make mortgage loans less expensive 
and time payment accounting more economical; insurance companies 
keep home protection costs at a minimum; light, power, fuel, 

water and telephone companies serve more efficiently and 
economically with the aid of IBM systems. 

® YES, every day, in uncounted ways, IBM business systems 
quietly add to the pleasure of daily living ... the effectiveness 

and profit of business. 


DATA PROCESSING + ELECTRIC TYPEWRITERS 
TIME EQUIPMENT + MILITARY PRODUCTS 
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One of many attractive features of the 
IAS home study training plan, the Life Scholarship Privilege, has made 
a substantial contribution to the success of thousands of IAS graduates. 
The ninety-assignment IAS Diploma Course includes fifty advanced elective assignments 
selected by the student—those which will be of the greatest immediate benefit. On graduation, 
each student becomes entitled to all additional 









elective courses in the present IAS curriculum 





with full educational service and consultation privileges. 


The courses included in this Life 


Scholarship arrangement (with the e With this broad curriculum at his command, each 


IAS student can study first those subjects needed im- 
mediately and can then broaden his knowledge of 


number of comprehensive study 
assignments indicated) are: 
accounting and management through study of addi- 
BASIC AUDITING (10) 

PUBLIC AUDITING (20) 

INTERNAL AUDITING (20) 

BASIC COST ACCOUNTING (10) 
ADVANCED COST ACCOUNTING (20) 
CORPORATION ACCOUNTING (10) 
MANAGEMENT CONTROL (20) 
BUSINESS STATISTICS (10) 
FINANCIAL ANALYSIS (10) 
ECONOMICS (10) 

OFFICE MANAGEMENT (20) 
ACCOUNTING LAW (10) 

FEDERAL INCOME TAX (10) 

CPA COACHING (20) 


tional electives. 


© There is no additional charge for the Life Scholar- 
ship Privilege. It is included in the reasonably low 
enrollment fee for the Diploma Course. 








The school’s 24-page Catalogue A is avail- 
able free upon request, Address your 
card or letter to the Secretary, IAS .... 


INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ° CHICAGO 6, ILLINOIS 
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IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 







1. To establish, coordinate and matntain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 









capital investment and financing, together 
_ the necessary procedures to effectuate the 
plan. 








2. To measure performance against approved 
Operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 










3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 









4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
Lo taxes. 







5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 








6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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WRITTEN JUST ONCE 





Just one writing —that’s all you 
need to fill, ship and bill orders this new 
Ozalid Direct Copy way. 


You start with an order filled out by your 
salesman or clerk. Ozalid copies, turned out 
in seconds, serve at every succeeding step. 
From one writing, you get receipts, 

labels, invoice—in fact all your paper work. 


You save costly repetitious handcopying 
and retyping ...eliminate copy errors 

and proofreading... get shipments and bills 
out sooner...improve customer service. 


Ozalid Direct Copying ends wasteful “repeat 
writing” in every department. Cost? Less 
than a penny for a letter-size sheet of 
treated Ozalid paper—lowest cost per 

copy among all copying processes. 


For the full story, call vour local Ozalid 
representative today. His number’s in the 
phone book, or send coupon below 

for more information. 


OZALID 


DIRECT aay erareues 
7CUPY/ 


A Division of General Aniline & Film Corporation 
In Canada: Hughes Owens Company, Ltd., Montreal 
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UNDERDEPRECIATION FROM INFLATION 


Editors, THE CONTROLLER: 

Because of the special interest of your 
readership in the subject of depreciation, 
I want to get before you a copy of the 
Machinery Institute's current issue on the 
subject of the underdepreciation from in- 
flation. This study documents the dollar 
deficiency of historical-cost depreciation 
and highlights the economic effect on the 
economy when capital consumption is 
taxed as income—namely, the retardation 
of progress through curtailment of the 
funds available to industry for capital in- 
vestment. As stated in the study, ‘Under 
present conditions, historical-cost tax de- 
preciation is a ‘built-in’ decelerator of 
progress. 


I can think of no more important me- 
dium through which to air the current 
controversies on this subject than in the 
pages of the professional journals of ac- 
countants. As such, it is a pleasure to en- 
close an advance copy of Capital Goods 
Review No. 29, “Underdepreciation from 
Inflation.” 


RICHARD R. MACNABB 

Research Economist 

Machinery & Allied Products Institute 
Washington, D. C. 


Readers interested in the subject should 
contact Machinery & Allied Products Insti- 
tute, 1200 18th Street, N.W., Washington 
Gos. —The Editors 
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HIDDEN PROFITS 
77) Your Ginms Insurance! 


e Insurance has become so complicated that many cor- 
porations are finding it advisable to have outside audits 
made of their insurance. Such an audit, made by a con- 
cern not trying to sell insurance, but rather offering a 
comprehensive study of your clients’ coverage, should 


result in substantial savings. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 











RE PROFIT 
Editors, THE CONTROLLER: 

The attached came across my desk the 
other day and I thought it appropriate 
that I share it with THE CONTROLLER (, 
nonprofit-sharing plan, you might say), 

N.1. 





This Is Not a Profit-Making 
Organization. We Didn’t Plan It 
That Way, It Just Happened 











WHAT KIND OF VALUE 

The question of what basis of values ap. 
plies under a specific set of circumstances is 
So frequently raised, that we felt our readers 
might be interested in the following ex. 
change of correspondence between a certi- 
fied public accountant and one of our au. 
thors, Clarence Crocheron, vice president of 
The American Appraisal Company, Mil- 
waukee, Wisconsin. —The Editors 


Question: 

I read your paper “Valuations for Cor- 
porate Mergers and Reorganizations” in 
the October 1956 issue of THE CONTROL- 
LER with a great deal of interest. 

The paragraph on page 469 reading: 

“The foregoing outline of appraisal 
problems is intended to indicate the wide 
range of services that are available, but 
does not imply that each category of serv- 
ice is needed in every instance’ is of pat- 
ticular interest to me. 

I would like to be sure that what you 
mean by the above is that an appraisal for 
one particular purpose is not necessarily 
the same as an appraisal for a different 
purpose. For example, you refer on the 
same page to an “‘appraisal for insurance 
purposes as a basis for coverage, and proof 
of loss in event of fire or other casualty 
covered by insurance.’’ Am I correct in as- 
suming that if a firm has an appraisal pre- 
pared for insurance purposes, that you 
would not consider such an appraisal satis- 
factory for the purpose of determining 
the value of a partner’s interest on term 
nation of the partnership, but that you 
would recommend the preparation of a 
totally different kind of appraisal ? 

I would greatly appreciate your drop- 
ping me a note letting me know if the 
above is also your understanding. 


Answer: 

Replying to the question posed in yout 
letter, I would say that an appraisal pre- 
pared specifically for insurance purposes 
would be inadequate for the purpose of 
determining the value of a partner's intet- 
est on termination of the partnership. Aa 
appraisal for this purpose should, of 
course, include consideration of the value 
of intangibles as well as the value of tangi- 
ble property. In the event the appraiser is 
engaged to appraise only tangible prop- 
erty, then the basis for such appraisal 
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_ NEW Series C 
* BURROUGHS CALCULATORS 


of a 


drop- JUST TOUCH THE KEY AND SEE! New Series C Burroughs 
f the Calculators cut mountain-size calculating jobs down to molehill 
height. They’re fast. They’re easy to operate. They’re quiet. They 
make peak production a pleasure, maximum savings a sure thing. 


A complete line to serve you: (1) hand-operated portable, (2) 
pre- single-total, hand-operated or electric, (3) electric two-total Duplex 
with Memory Dials for automatic grand or net totals, no recapping. 


OSes 
a of Beautiful two-tone color styling on all models. 
e Want to put them through their paces? Call our nearest branch 





office for a free demonstration without obligation. Or write 
Burroughs Corporation, Detroit 32, Michigan. “Burroughs’”—Reg. T.M. 
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¥%& RESPONSIBILITY AUDITING: 
A SUPRADIMENSION OF MANAGEMENT CONTROL 








might well be the fair market value, con- 
templating continued use at its present lo- 
cation. 

Assuming that the assets included in 
the 2 aa will have full utility to the 
succeeding partner, and further assuming 
no obsolescence whatsoever—then, under 
these circumstances, the appraisal prepared 
for insurance purposes might serve the re- 
quirements. However, in a situation as im- 
portant as the dissolving of a partnership, 
it would seem that all factors bearing upon 
the fair market value should be considered 
in an attempt to establish fair and equita- 
ble values to the retiring as well as the 
surviving partner. 

In conclusion I would say that one 
would be very casual to rely solely on an 
insurance appraisal for this purpose. 


Reprinted from American Appraisal’s Clients’ 
Service Bulletin, February 1957 


MASTERPIECE 


Editors, THE CONTROLLER: 

As one of many enthusiastic readers of 
your magazine, I want to compliment you 
on your December 1956 number. I was 
especially taken in this issue by the poem 


signed BAJ, a parody on “Hiawatha.” I 
feel that this masterpiece would both 
amuse, entertain, and instruct our readers, 
and wonder if you could obtain permis- 
sion to have it reprinted in Office Equip- 
ment News? 


ROBERT B. JOHNSTONE 
Editor 

Office Equipment News 
Montreal, Canada 


RX AN AGE-OLD PROBLEM 
Editors, THE CONTROLLER: 

I have just read with a great deal of 
interest “RX Embezzlement” by William 
R. Phelan in your January issue of THE 
CONTROLLER. The article certainly gives 
excellent coverage of an age-old problem. 

As director of finance, Far East Air 
Forces, I supervise the operation of 25 
disbursing offices scattered throughout 
Japan, Hawaii, Korea, Philippines and 
the Ryukyu Islands. Each of these offices 
disburses from $14 million to as much as 
$6 million monthly. 

I would like very much to place a copy 
of “RX Embezzlement” in the hands of 
each of these disbursing officers. I would 
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certainly appreciate 25 copies of the ar. 
ticle if you have it in pamphlet form. If 
not, may I have your permission to repro- 
duce the article locally ? 


S. A. FULCHER 

Colonel, USAF 

Director of Finance 

Deputy for Comptroller 
Headquarters Far East Air Forces 
San Francisco, Calif. 


“EXCELLENT FOR OUR PURPOSES .. .” 


Editors, THE CONTROLLER: 

The article ‘Executive Controls—What 
and Why” by Wm. Travers Jerome III 
published in your November 1956 issue 
of THE CONTROLLER is an excellent one 
for our purposes in the School of Business 
Administration. I would like to distribute 
copies to my classes in Business Budgeting 
and Executive Control... . 


CHARLES VAN Way, JR. 

Assistant Professor 

School of Business Administration 
The American University 
Washington, D. C. 


CLASS READING 
Editors, THE CONTROLLER: 
I am writing you requesting permission 


to reproduce in mimeographed form, for | 


free distribution to members of our class 
in controllership, an article entitled “The 
Controllership Function; A Modern Con- 
cept’’ written by James L. Peirce which ap- 
peared in THE CONTROLLER for Septem- 
ber 1952. 


EDWARD J. KELLY 
Golden Gate College 
San Francisco, Calif. 





Plant Location Studies . . . 
Industrial Plant Design . . . 
Supervision of Construction . . . 
Engineering Reports . . . 
Plant Modernization . . . 


Appraisals for purposes of: 
Insurance 
Cost Accounting 
Sale or Merger 
Depreciation 
Plant Ledger 


Your inquiry is solicited 


LOCKWOOD GREENE 
ENGINEERS, INC. 


41 East 42nd Street, New York 17 


Boston 9, Mass. ° Spartanburg, S. C. 
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Up Goes the (Social) Overhead 


A projected increase in output per worker of three to four 
per cent annually in the years ahead has been frequently 
forecast by economists and statisticians, but this goal of 
abundance will not be achieved automatically, cautions the 
National Planning Association which warned recently that 
the United States must be prepared to double ‘“‘social over- 
head costs’” by 1976. 

These costs, representing investments in schools, hos- 
pitals, roads, airports, water conservation and the like, 
reached about $42 billion in 1955, the private study group 
reported. 

By 1965, it said, the need may rise to $60 billion a year 
and by 1976 to more than $80 billion. These are estimates 
based on ten per cent of the expected full-employment 
production in those years. 

The estimated increase in productivity, it adds, can ma- 
terialize “‘only if raw material resources and energy supplies 
ate available to satisfy the needs of industry; if labor can 
meet the requirements of modern technology for greater 
skills . . . and if purchasing power and demand are 
encouraged to rise in accord with the rising capacity to 
produce and consume.” 


Well Done! 


The law of supply and demand has many facets. An inter- 
esting one was developed recently in Management Briefs, 
published by Rogers, Slade & Hill, New York management 
consultants. The ever-timely text follows: 

Superlatives and similar extravagances of speech are like 
any other stimulants: when used habitually, they lose their 
effect. Then the user seeks stronger and ever-stronger ex- 
ptession—and ends up in meaningless excess. Consider the 
worthlessness of Hollywood’s term of praise: “magnificent,” 
“colossal,” “breath-taking,” “priceless.” . 

On the other hand, consider—especially if you are a leader 
of others—the Navy's most coveted accolade: the two tight- 
lipped words that are literally priceless because they are so 
sparingly bestowed, ‘‘well done!”’ 


Debt or Equity?—Here’s How! 


_ Whether a corporation should choose the path of borrow- 
ing or stock issuance is a decision of prime importance to 


corporate management. In a newly published booklet, “Cor- 
porate Debt and the Stockholder,” there is presented a 
method which the author states will show ‘‘to a fraction of 
one per cent’’ which way is more profitable. The author is 
Dr. Louis O. Foster, professor of accounting and finance 
at the Amos Tuck School of Business Administration, Dart- 
mouth College, and the booklet is one of a series published 
by the Tuck School under a grant from the Sloan Founda- 
tion. Single copies are available on request to the author. 

The method it presents involves only some rearrangement 
of the conventional balance sheet and statement of earnings 
and a few arithmetical calculations. 

Traditionally, the balance sheet lists “‘liabilities,”” which 
it classifies according to dates of maturity; the earnings 
statement subtracts interest and debt expense from total 
income in arriving at net income. 

Dr. Foster’s balance sheet, taking a new viewpoint, shows - 
“sources of assets,” which it classifies according to cost 
rather than maturity dates. The sources are of four kinds: 
non-cost, interest cost, prior-dividend cost and common 
stockholders’ equity. 

His earnings statement includes a new total, “income 
available for all capital suppliers,’’ which is simply the con- 
ventional net income plus interest and debt expense. 

This arrangement lets him compute earnings rates for 
(1) all capital suppliers, (2) suppliers of all but non-cost 
capital, (3) all stockholders, and (4) common stockholders. 
He may then determine how use of each type of asset affects 
the return on subsequent types. 

Applying his technique to a typical problem, he traces 
the steps whereby directors of the mythical “X Corpora- 
tion,’ which needs $45,000 to expand, decide whether to 
borrow or issue more stock. (They find that common stock- 
holders can earn 20.4 per cent on their current investment 
if they borrow the additional money, only 3.9 per cent on the 
additional money if they invest it themselves. ) 

Dr. Foster’s bulletin should stimulate vigorous employ- 
ment of pencils with the sharpest possible points! 


The Drive to Diversify 


The most noticeable trend in today’s economy is that to- 
ward corporate diversification, according to the financial col- 
umnist of the New York Herald Tribune, C. Norman Stabler. 
On the average, he noted recently, there are nearly 100 
mergers or important acquisitions of the assets or stocks of 
one company by another each month. Specialization, he 
pointed out, has given way to integration and ‘‘acquisition 
follows acquisition in rapid-fire order.” 

The diversification trend poses this question in the opinion 
of Mr. Stabler: How far-flung can a company become and 
still be at its best in meeting tough competition? 

To the modern business executive, standing still has be- 
come tantamount to regression, as he sees it, but the drive to 
diversification means that corporations must find or develop 
executives ‘who can keep ro balls in the air at one and the 
same time.” —PAUL HAASE 
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‘In all the years we’ve dealt with Pandick Press—whether 
for legal, financial or corporate printing; in black and white 
or color; in large or small amounts—they’ve always given 
us high quality printing and fast, dependable service.” 


22 THAMES ST., NEW YORK 


7d) ¥ WOrth 4.2900 NY 1-3167 
Wezel y GNMICR y if eS, [In C. 71 CLINTON ST., NEWARK, N. J. 
MArket 3-4994 


Established 1923 


Annual Reports + Brochures . Prospectuses - Registration Statements . 
Catalogues . Direct Mail Literature 


Dividend Enclosures 


Cases & Briefs . Leaflets . Price Lists . 
LEADERS IN FINANCIAL PRINTING SINCE 1923 
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Cost Control 


IN THE PAINT INDUSTRY 


Cc. G. Davison 


N THIS DISCUSSION, cost control as it ap- 

plies to the paint industry, will be lim- 
ited to the area of production costs and 
their effect on product pricing and on the 
generation of profits. The discussion is 
based upon the experience gained during 
the preliminary study and_ installation 
phases of a major change in cost account- 
ing techniques which is being completed 
in the paint operations of Pittsburgh Plate 
Glass Company. 

Since controlling costs is an implicit 
part of the management function of pro- 
ducing profits, emphasis will be placed 
upon some of the tools developed to aid 
in the management functions of opera- 
tion planning and analysis of result-—two 
elements essential to producing profits. 
These tools were developed and used by 
the cost planning department of Pitts- 
burgh Plate in the changes made in paint 
division accounting. 

Our experience in the paint field has 
pointed up several major problems in con- 
trolling cost that, though not peculiar to 
this industry, are of special importance to 
it. For example: 

Material cost in product is by far the 
major portion of product and cost to con- 
vert material to finished product is very 
small. Any system of cost control must 
stress material and provide analyses to 
show separately the cost impact of ma- 
terial losses, cost of changes in formula- 
tion and the cost of product made in ex- 
cess of customers’ orders. 

High cost of freight on finished goods 
shipments and the need, for service rea- 
sons, to be close to one’s market make it 
almost mandatory that manufacturing 
plants be located near customers. In most 
instances, this means that several small 
plants located in their market zones can 
generate more sales volume with better 
service and at less cost than a single large 
one shipping products long distances. 














This, for the larger paint manufac- 
turers, serving wide geographic areas, 
means decentralized production and mar- 
keting operations. Because of this peculiar 
situation, the paint industry is made up of 
many small operations, some 1,500 of 
them in the United States. And competi- 
tion is very keen. 

Cost control becomes complex for the 
decentralized organization. General man- 
agement must rely on written reports to 
keep it advised of current activities of its 
individual parts. Yet, because operations 
are small and unit profits narrow, the cost 
of reporting must be kept to a minimum. 
Cost control techniques must be practical. 

Because of high material costs, major 
portions of which are influenced by almost 
daily market fluctuations, costs and prices 
must be closely related, especially for those 
products made for and sold directly to the 
ultimate user—those products classed gen- 
erally within the industry as industrial fin- 
ishes. 

Paint-making technology is in a state 
of considerable change—major improve- 









A standard variable cost system— 


but with a gimmick 





ments in the chemistry of finishes and pro- 
duction methods are being made rapidly. 


THE NEED FOR A CHANGE 
CALLS FOR A SURVEY 


Our paint division management had be- 
come, some time ago, dissatisfied with the 
cost control system in use within their di- 
vision. This system failed to provide them 
with essential information about profits or 
their lack, influence of product costs on 
profits, relationship of costs to prices, and 
such purely operational information as to 
the reason for fluctuating production costs 
even as between periods when similar 
products had been made in similar quanti- 
ties. One of their major complaints was 
that even in cases where they thought they 
were making good profits, results did not 
bear this out. Paint management requested 
the controller’s department to review 
their cost-finding and, control procedures 
with the purpose of improving them. 

Our studies of the cost-finding and 
profit-analysis procedures in our paint di- 
vision showed that they generally fol- 





C. G. DAVISON for 12 years had experience in cost sys- 
tems and office methods design and installation work for 
Johnson & Johnson, Johns-Manville Corporation, and clients 
of Peat, Marwick, Mitchell & Company, as a member of that 
firm’s Industrial Management Department. He has been as- 
sociated for the past three years with Pittsburgh Plate 
Glass Company, Pittsburgh, Pa., and now heads that organ- 
ization’s Cost Planning Department, responsible for the 
design and installation of all cost accounting, inventory 
management and related management control procedures. 
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lowed those used in the industry. The 
problems of our management were by no 
means peculiar to our company, but, we 
found, were widespread in the paint in- 
dustry. 


CONCLUSIONS REACHED 


We concluded from our survey that the 
objectives of a sound program of cost find- 
ing, interpretation and reporting, in the 
paint industry should include the follow- 
ing elements: 

1. It must provide a method of giving 
the sales department a sound price basis 
which reflects current costs. It is partic- 
ularly important that current material costs 
be reflected as part of price bases because 
of the impact that the frequent changes in 
price of raw materials have on product cost. 

2. There should be incorporated in the 
procedures a method for carrying current 
ptice bases into the accounts so that the 
same basis is used for costing sales and de- 
termining profits as has been used for 
establishing price. We believe that the 
costs used as pricing bases should be out- 
of-pocket costs (variable production 
costs), so that the sales department may 
determine how much change in price can 
be made to meet price competition. 

3. A method of evaluating the effect on 
profits of changes in sales volume should 
be included in the plan. Because of the 
unchanging (fixed) nature of certain op- 
erating costs, all other things being equal, 
increased sales volume produces greater 
profits. The relationship of profits to vol- 
ume can be determined mathematically 
and once established can be used as a basis 
for projecting a profit pattern and for set- 
ting profit objectives. 








4. Cost control presumes some form of 
comparisons. The system requires, in our 
opinion, the collection, analysis and re- 
porting of actual costs of production op- 
erations in sufficient detail to show both 
the nature of cost by component (material, 
labor and other costs that vary with pro- 
duction), and the responsibility for ex- 
penditures (supervisor of operating unit). 
It further requires that these actual costs 
be compared with sound operating stand- 
ards that reflect current methods of opera- 
tions. From these analytical comparisons, 
management can see the effect of manu- 
facturing effectiveness on profits. 

A system covering the objectives out- 
lined eliminates most of the objections to 
the cost system formerly used in the paint 
operations and it has the elements of an 
effective program for reporting salient 
facts about operations to management. 

Prices can be developed by the sales de- 
partment which are based upon today’s 
cost of materials. Thus, the effect of pric- 
ing on profits can be determined in ad- 
vance of the sale. The effect of sales vol- 
ume on profits can be isolated, and can be 
predetermined. And the effectiveness of 
control by manufacturing management of 
production costs and the impact on profits 
can be separately evaluated. We were suc- 
cessful in providing the paint division 
with a system we believe achieves the ob- 
jectives outlined. 

When this suggested solution was pre- 
sented there was some skepticism, both ex- 
pressed and unexpressed, within the paint 
division. After two years of experience, 
there is no longer skepticism. Rather, our 
efforts have been highly praised. For ac- 
countants, this is a very happy experience. 
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RESULT: A STANDARD VARIABLE 
COST SYSTEM WITH A “GIMMICK” 


What has been outlined is a standard F 
variable cost system (direct costing). But F 
it is a standard variable cost system with ! 
a special “gimmick”. This is the tech. 
nique of using current replacement value 
for materials in our product cost each 
time we establish a new price. This cur. 
rent standard is a price base for sales de. 
partment use and is also used to value in. 
ventories and to cost sales. This system has 
provided us with many plus factors. 

First of all, out of the cost studies made F 
in connection with the system installation, 
we found several very significant factors 
cost-wise which had hitherto not been con- | 
sidered. One of these was that because 
many paints are made for single, specific 
use, they are made in individual batches, 
And, it was discovered, as with other 
batch-type operations, much of the cost of 
labor is involved with preparing material 
and equipment to produce the batch rather 
than in the actual paint-making process. 
Therefore, there is no direct correlation | 
between the number of gallons of paint 
being produced and the amount of labor 
effort required. As an example, when it is 
necessary to match the color of a batch of 
paint with a standard color (an operation | 
called tinting), it was found that it does 
not matter much whether the tinter is ad- 
justing a 100-gallon batch or a 1,000-gal- § 
lon batch. He has to gather his tinting ma- f 
terials, precisely weigh or measure the 
quantities to be added to the batch, blend F 
them in, and test the result to determine 
how well he has matched his desired color. 

Several other situations which had sig- f 
nificant cost impact and which had not 
heretofore been considered in costing or 
pricing our products were discovered. As 
labor standards and budgets of manufac. 
turing costs were developed, these impor- 
tant cost factors were recognized and in- 
corporated as part of these values. 

These are some of the features of our 
system. We use current replacement ma- 
terial prices when computing standards. 
This is especially true for industrial paint 
products. Current standards are used as 4 
basis for setting suggested selling prices. 
The suggested selling price—which is 
used by the sales department as a reference f 
point for establishing price to customer— 
is developed using the profit-volume tech- 
niques of direct costing. The general con- 
cepts of this technique are being widely 
discussed these days and there was a very 
interesting article on the subject in the 
March 1956 issue of THE CONTROLLER.* | 








HOW IT WORKS 


Under our plan, sales management first 
establishes its own volume and profit ob- 
jectives, expressed in dollar of sales and 
profit contribution (the difference between 





* Wright, W. R., “Pricing With Direct Costs,” | 
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Costs,” 


sales and standard variable cost of sales). 
These objectives are reviewed and receive 
divisional management approval prior to 
becoming firm goals. Part of divisional 
management's review consists of compar- 
ing the proposed rate of profit contribu- 
tion with the fixed expenses which it must 
cover, and the residual net profit which it 
will generate. When approved, the profit 
contribution becomes a factor in comput- 
ing suggested selling price; and becomes, 
with volume, standards by which to judge 
sales effectiveness. 

These standards are quite positive. Our 
suggested selling price is computed using 
the current replacement value for mate- 
rials, the current budget value for variable 
conversion costs, and the current desired 
profit contribution. In practice, to deter- 
mine price, we divide the sum of material 
and conversion costs by the complement 
of the desired profit contribution, ex- 
pressed as a per cent of sales. When the 
product is sold, the standard variable cost 
used in our pricing calculations becomes 
the cost of goods sold. 

Obviously, if we use the same cost to de- 
termine price as is used to cost sales, any 
deviation in the profit contribution per 
cent from that contained in the original 
suggested sales price must have been cre- 
ated by the sales department in attempt- 
ing*to get the business. We prepare 
monthly an analysis of product sales by 
line, in which we show the sales, profit 
contribution, and profit contribution per 
cent. From this analysis, the sales depart- 
ment can evaluate its own efforts with re- 
spect to generating profit and compare 
them with the previously established ob- 
jectives. And this analysis is also of con- 
siderable value to it in planning future 
sales activities. It points out the areas of 
most profitable business and the areas 
needing more effort to obtain both added 
volume and greater profit. 

A second feature of our system is the 
analysis of operating costs given to operat- 
ing supervisors and managers. This is 
done with a set of monthly statements of 
operations which are called cost and var- 
iance statements, whereon are compared 
production costs by element with budgeted 
standards factored to reflect current vol- 
ume. 

The degree of analysis of expenses by 
element of costs is established in coopera- 
tion with local management for each man- 
ufacturing location at the time we start our 
installation. This breakdown must fit 
within the framework of the general clas- 
sification of manufacturing costs devel- 
oped during our first installation. This 
classification is designed to yield compara- 
ble costs data between plants. 


PERTINENT REPORTS 


What we wish to do is to gather and 
feport all pertinent information about op- 
erations at the specific location without 
cluttering the statement with data useful 


e . e e * e e es . e i . e - . . e e . * * 


A FUNDAMENTAL TRUTH 

... . let us admit a fundamental truth: no cost ac- 
countant or controller, acting on the privileges conferred 
upon him by good organization principle, has ever of him- 
self controlled a cost or reduced a cost. This statement does 
not detract from the magnificent contributions which cost 
accountants have made to industry in the field of cost con- 
trol. But this fine result must always arise from the force 
which he initiates and transmits to those directly responsible 
for incurring costs... . 

Therefore his thinking takes a new and creative direction. 
He cultivates the unique talent of impelling cost reduction 
efforts on the part of others, and this approach is applied by 
the cost accountants on his staff in daily conversations with 
plant foremen and other supervision.” 
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—JAMEs L. PEIRCE, “‘Controllership and Cost Accounting,” 
THE CONTROLLER, August 1956 


only to the accounting department. Our erating supervisors frequently seek out the 
costs are also collected in such a manner cost accountant with questions as to the ef- 
as to reflect the responsibility of a given fect of a certain plant activity on their 
individual, departmental supervisor or cost statement. 
foreman, for all costs incurred within his A third feature of our plan is the profit- 
sphere of responsibility. and-loss statement which directly reflects 
During the month, we collect, by class individually the sales department's efforts, 
of expense and by responsibility, the total manufacturing department's ability to 
actual expenditures. Included in these meet standards, and the impact of fixed 
amounts are those values which are fixed expense on net profit. For this purpose, 
as well as those values of a variable na- we prepare a complete Pn Fs 8 
ture. At month-end, these costs are sum- statement for each manufacturing plant. 
marized and statement of costs is prepared The top segment of the report shows the 
for each responsibility head. Also shown effect on profits of pricing policies estab- 
on these statements are the standard al- lished by the sales department. This is the 
lowances for these same cost classifica- comparison of profit contribution at stand- 
tions, based on current volume of produc- ard to sales, and is developed by deduct- 
tion. The standards include the variable ing the standard variable cost from sales 
cost allowance for current volume of pro- dollars. Since no variances, of. either vol- 
duction and the fixed cost applicable to the ume or price or manufacturing effective- 
same accounts; thus, the operating super- ness, are shown in the standard variable 
visor has a statement of all the costs of his cost, profit contribution results can be 
portion of the operation. Also shown on compared directly with the objectives orig- 
this report is the difference in dollars be- _inally established by the sales department. 
tween the standard and actual costs, the As was pointed out, any deviation from 
variances. An important part of this report objective must reflect pricing policy 
is the comments and explanations for each changes made by the sales department or a 
significant variance given by the cost ac- change in product mix. The analysis of 
countant after investigation and review profit contribution by product line pro- 
with the responsible factory supervisor. vides the details of this. 


These reports are normally ready for dis- The second segment of the statement is 
tribution during the fourth working day, devoted to an analysis of controllable var- 
following month-end. iances, and these are broken down as be- 


It is also a practice of our cost account- tween labor, expense, and materials; and, 
ants to call to the attention of operating thus the effect of production efficiency on 
supervisors any unusual situation which profits is readily isolated. The cost and 
could create a variance at the time that it variance statements analyze these differ- 
occurred during the month. For example, ences. 
should a batch of ground paste fail to meet The third segment of our statement is a 
specifications and have to be put aside or 54: of costs we classify as fixed, and by 
discarded, the cost accountant would com- itil: ; ? y 

wae ll grouping these items of expense sepa- 
pute the standard variable cost of the re- * Hs 3 
Dee * tear ey rately, we isolate the impact of volume on 
jection and advise the factory supervisor fite £ ves 
of this amount. We have found that since PfoHts trom other causes. 
the system has been in operation, the op- (Continued on page 188) 
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History of Corporations 


Stephen H. Fletcher 


WHAT IS A CORPORATION? 


Probably the most famous definition of a corporation is 
that given by Chief Justice Marshall in the Dartmouth Col- 
lege Case. There he said: 


“A corporation is an artificial being, invisible, undamage- 
able and existing only in contemplation of law. Being the 
mere creature of law, it possesses only those properties 
which the charter of its creation confers upon it, either ex- 
pressly or as incidental to its very existence. These are such 
as are supposed best calculated to effect the object for which 
it was created. Among the most important are immortality, 
and, if the expression may be allowed, individuality; prop- 
erties by which a perpetual succession of many persons are 
considered as the same, and may act as a single individual. 
They enable a corporation to manage its own affairs, and 
to hold property without the perplexing intricacies, the haz- 
ardous and endless necessity, of perpetual conveyances for 
the purpose of transmitting it from hand to hand. It is 
chiefly for the purpose of clothing bodies of men, in succes- 
sion, with these qualities and capacities, that corporations 
were invented, and are in use. By these means, a perpetual 
succession of individuals are capable of acting for the pro- 
motion of the particular object, like one immortal being.” 





STEPHEN H. FLETCHER, vice president and general coun- 
sel, Chesapeake & Potomac Telephone Companies, Wash- 
ington, D. C., began his career in 1928 as a messenger in the 
Bell Telephone Laboratories. He became an attorney for AT&T 
in 1935 and for the New York Telephone Company in 1940. 
Returning to AT&T in 1945, he engaged in advising and as- 
sisting Bell System associated companies in rate and regula- 
tory matters. In 1949 he was appointed general attorney for 
the New York Telephone Company and in 1951 was named 
general counsel for the four C&P Telephone Companies. 
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Their legal and social implications 


and economic importance 


LTHOUGH there is general agreement 
A among the experts on the importance 
of the corporation to our way of life, 
there is little unanimity among the ex. 
perts as to what a corporation is or as to 
how it came into being as an institution 
in our business community. It would not 
be worth our while to go into the differ- 
ences between the authorities on the defi- 
nition of a corporation or its origin. I cite 


these differences merely as a word of | 


warning that for every statement which ] 
make with respect to the definition and 
origin of corporations you can probably 
dig up authority to show that my state- 
ments are wrong. With this caveat let us 
examine the nature of this thing we call 
a corporation. 


WHAT ARE THE ESSENTIAL ATTRIBUTES? 

1. A corporation is a created being ex- 
isting only by consent of a sovereign 
power. Since the corporation is created by 
the state, the state can control its existence 
and extinguish that which it has created. 
A special proceeding which is known in 
the law as a quo warranto proceeding is 
used to revoke the charter of a corpora- 
tion. 

2. A corporation has only such powers 
as are delegated to it by the state. Unlike 
natural persons who have all powers not 
specifically prohibited by the states, cor- 
porations have only power granted to 
them by the charter. Such powers may be 
either expressed or implied. Much of the 
body of corporate law which grew up 10 
the past 100 years has concerned itself 
with whether a particular action taken by 
the corporation was within the powers 
delegated to it by the state or outside 
those powers. As the lawyer expresses it, 
whether a particular action was w/tra vires, 
and hence, null and void. 

3. A corporation enables many persons 
to act as a single unit. Under the law the 
holding of property, especially real prop- 
erty, becomes increasingly complicated 
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where more than one individual is in- 
yolved. While it is possible for two or 
three or four individuals to own property 
in common, great difficulty is involved in 
artitioning property when one of the in- 
dividuals wishes to withdraw or when the 
co-owners wish to sell the property. As 
the number of co-owners increases the dif- 
ficulties go up in geometric progression. 
Since a corporation is generally empow- 
ered to hold property in its own name 
these difficulties are obviated. Another il- 
lustration of this advantage of enabling a 
large number of individuals to act as a 
single unit is in the case of bringing an 
action at law. As for example, in the en- 
forcement of a debt which is owed. If 
there is merely an association of individ- 
uals, all the individuals must join in the 
action (except in special situations recog- 
nized by statute). Where a large number 
of individuals are acting in concert this 
frequently imposes insuperable difficulties. 
The corporation is enabled to sue in its 
own name. 

4. A corporation generally has _per- 
petual existence. Associations of individ- 
uals formed into partnerships generally 
become dissolved upon the death of one 
of the members of the partnership. Where 
any large number of individuals were in- 
volved this entailed a great deal of dif- 
ficulty in keeping the association alive. 
This difficulty was obviated by the corpo- 
ration’s existence which went on despite 
the death of its members. 

5. The liability of the members of the 
corporation was limited. In a partnership, 
in the absence of express agreement to 
the contrary, each of the partners is liable 
for all the debts and actions of the*other 
members of the partnership, and an indi- 
vidual, of course, is responsible to the full 
extent of his assets for his own debts and 
for those of the business enterprise of 
which he is a member. However, the stock- 
holder in a corporation is not liable for the 
debts of the corporation (except certain 
banking corporations where the liability is 
limited usually to the par value of the 
stock). A stockholder in a corporation, 
therefore, knows that his loss from the ac- 
tivities of the corporation cannot exceed 
his interest in the corporation, 


CORPORATIONS PRIOR TO 1800 

No one can state definitely when the 
first corporation was created. Looking 
back to antiquity we know that associa- 
tions of individuals acting as a unit ex- 
isted long before the Christian era. How- 
ever, it is generally recognized that these 
associations had few of the essential at- 
tributes which we have been reviewing of 
the modern-day corporations. However, in 
the Roman Empire there undoubtedly 
were secular corporations created which 
had many of the attributes of the modern- 
day corporation, and the law of corpora- 
lions as we know it today is derived to a 
considerable extent from the old Roman 





law developed in dealing with these cor- 
porations and transferred to the English 
law by the Norman Conquest and pulled 
together for the first time by Sir Edward 
Coke in 1613. Although we derive many 
of our legal principles from the old Ro- 
man law, the present-day corporations did 
not evolve and were not patterned from 
these old Roman corporations. Such corpo- 
rations perished with the Roman Empire. 

During the Dark Ages the corporation 
form of organization was approached 
within the Roman Catholic Church in the 
organization of convents and monasteries 
sanctioned by the Church. Later the cathe- 
drals and collegiate churches were like- 
wise formed into corporate bodies. Even 
today religious organizations are generally 
incorporated although the charter is today 
granted by the state rather than by the 
Church. 

Another great form of incorporation 
was that of the municipalities which first 
arose in England about the 11th century, 
A.D., London Town being one of the old- 
est of these. These municipalities were 
brought into existence by charters from 
the King granting certain governmental 
powers to the people in the geographical 
area defined in the charter. Today prac- 
tically all municipalities use the corporate 
form and are creatures of the state, having 
only such powers as are delegated to them 
by the state. There is a whole body of law 
developed with regard to municipal cor- 
porations entirely separate and apart from 
that of business corporations with which 
we are primarily concerned today. 

Another early form of organizations us- 
ing the corporate device were the guilds 
which arose in the 12th, 13th, and 14th 
centuries. These guilds such as merchant 
guilds and craft guilds were at first cre- 
ated by the towns under charter power de- 
rived from the Crown. Later some of them 
derived power directly from crown char- 
ters. These guilds were given a good deal 
of the governmental power of the towns 
and in fact in many instances became prac- 
tically synonymous with the town govern- 
ment—holding court, regulating prices 
and wages. 

Another early form of corporate activ- 
ity is that of the great universities. Oxford 
and Cambridge, which were founded 
around the year 1200 A.D., were pat- 
terned after the University of Paris which 
derived its power from the Church rather 
than the Crown. Although Oxford and 
Cambridge originally derived their power 
from the Church, they later became pro- 
tected and regulated by the Crown. 

All these early forms of corporate or- 
ganization had a common thread. They 
were collective groups of individuals 
united for a co-operative effort in their 
mutual interest deriving their power from 
the Sovereign—church or state. 
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OLD EAST INDIA HOUSE IN LEADEN- 
HALL STREET. Engraving from a Dutch 
painting showing the Loudon headquarters, from 
1648 to 1726, of the East India Company char- 
tered by Oueen Elizabeth. Traders for this firm 

tiled directly around Africa to the East, where 
4 ¢ ith ; ¢ ij “Wn ] 1t10NS — i) f be Briti sh Em pire . 
fi 2pany la ted Hu 2til Le th é middle of 
the 19th centus y. Illustration courte sy of the 
Metropolitan Museum of Art Print Collection. 


It was not until the 16th, 17th, and 
18th centuries that the corporate form 
achieved any great prominence in the field 
of business. Primarily to meet the de- 
mands of trade which were overflowing 
the boundaries of the towns and to enable 
the English traders to compete in the for- 
eign trade, the Crown chartered such com- 
panies as the Staplers, the Merchants, Ad- 
venturers, and later on such companies as 
the East India, the Hudson Bay Com- 
pany and the African Companies. Al- 
though these great companies were pfi- 
marily designed for the promotion of 
trade they were distinctly an arm of the 
government. For example, the charter 
of the East India Company gave it the 
power “to make such reasonable laws, 
constitutions, orders and ordinances as to 
them shall seem necessary and convenient 
for the good government of the company 
and of all factors, mariners, merchants 
and other officers employed by it 
not contrary to the laws and Constitution 
of England.” 

Two important things should be noted 
about these great trade companies: (1) 
They are legal monopolies and (2) they 
provided for general participation through 
stock levies. Both of these characteristics 
tended to create suspicion and distrust in 
the minds of people about corporations. 

(Continued on the next page) 
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COOPERATION ON A LARGE SCALE 


Nicholas Murray Butler once made the following state- 
ment: 


“I weigh my words when I say that in my judgment the 
limited liability corporation is the greatest single discovery 
of modern times, whether you judge it by its social, by its 
ethical, by its industrial or in the long run—after we under- 
stand it and know how to use it—by its political effects. 
Even steam and electricity are far less important than the 
limited liability corporation and they would be reduced to 
comparative impotence without it. It substitutes cooperation 
on a large scale for individual cutthroat, parochial competi- 
tion. It makes possible huge economy in production and in 
trading. It means the modern provision of industrial insur- 
ance of care for disability, old age and widowhood. It 


means ... 


the only possible engine for carrying on in- 


ternational trade on a scale commensurate with modern 


times and opportunities.” 





The legal monopolies naturally gave the 
companies tremendous powers in a broad 
field and created resentment among the 
people who came afoul of the exercise of 
the power. The stock issue aspect of the 
corporations resulted for the first time in 
general public participation and specula- 
tion in financial ventures. The South Sea 
Company created in 1711 and terminating 
in 1720 with the bursting of the so-called 
“South Sea Bubble’ created both an 
awareness and a distrust of the corpora- 
tion form of organization. 

One other early form of corporation 
should be mentioned because of its his- 
torical importance to this country, and 
that is the corporate colonies. Virginia for 
example was first a corporation existing 
by virtue of charter from James the First in 
1606. This corporate form of organization 
existed until 1624 when James dissolved 
it in a guo warranto proceeding. Similar 
corporate form of organization existed in 
the Connecticut, Rhode Island and Massa- 
chusetts Bay Colonies. Of course, today 
the states are not corporations, but are 
sovereigns succeeding to the power of the 
English Crown. The state therefore, in- 
stead of being a creature of limited pow- 
ers, has unlimited power except where re- 
stricted by the constitutions, federal and 
state, adopted by the people. 


THE GROWTH OF BUSINESS 
CORPORATIONS FROM 1800 TO DATE 
The American Colonies viewed the cor- 
porate form with a great deal of suspicion 
for two reasons: (1) It had been used 
primarily in the business world to create 





monopolies and special privileges which 
had been extremely distasteful to the 
colonists and (2) it had been used as a 
vehicle for mulcting the people through 
speculative stock issues. In the debates on 
the Federal Constitution there was con- 
siderable sentiment for a provision which 
would prohibit the Federal Government 
from creating corporations thus indicating 
the general hostility to this form. 

I recently examined some early law 
books to see whether there was much liti- 
gation involving corporations in the Rev- 
olutionary period, and found that there 
was not a single reference to corporations 
although there are long treatises on the 
law of partnership. One writer estimates 
that in the Colonial times there were only 
six American business corporations. In the 
25 years between the Revolution and the 
turn of the century this number had 
greatly increased. By 1800, 335 corpora- 
tions had been formed. However, most of 
these had been formed to carry on what 
has been looked upon as an essential gov- 
ernmental function: 219 were turnpike, 
bridge or canal companies ; 36 were water, 
fire protection or dock companies; 67 
were engaged in banking or insurance, 
and only six in manufacturing. By con- 
trast some 150 years later in 1950 there 
were filed some 649,957 corporate tax re- 
turns. This growth in numbers, of course, 
was also accompanied by growth in the 
percentage of the total business operations 
conducted by corporations. It is estimated 
that in excess of 75% of all of the busi- 
ness wealth in the United States is owned 
by corporations. 
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Not only did the number of corpora. 
tions increase tremendously but there was 
a concentration of wealth and power ina 


few large corporations. The sales of Gen. § 


‘SY 


eral Motors the past couple of years have 
exceeded the entire gross national product 
of Sweden or New Zealand. In just 15 
corporations there were employed in 1954 
some 3,134,000 people or more than half 
the people employed on farms. One recent 
writer has estimated that 50 large corpora. 


tions and their satellites account for better | 


than one-third of total industrial employ. 
ment. 

What factors caused this tremendous 
growth in the use of the corporate form? 

The first factor, of course, was the tre. 
mendous expansion in industry which cre. 
ated the need for capital beyond the 
means of a single individual or group of 
individuals. 

The second factor was the enactment of 
general corporations laws. Prior to 1800 
corporations could be created only by spe- 
cial act of the legislature. To allay the 
criticism of corporations that special priv- 
ileges were granted to the favored per 
sons, laws were enacted which granted to 
all alike the privilege of becoming corpo- 
rations by doing certain acts as specified in 
the legislation. The first such general in- 
corporation law was enacted in North 
Carolina in 1795. This was confined to 
canal companies. The first strictly business 
corporation law was enacted in New York 
in 1811 and applied generally to manu- 
facturing companies. 

A third factor which Fletcher, author of 
the authoritative treatise on corporations,* 
mentions as making an important contti- 
bution to the growth of corporations was 


the establishment of the doctrine that a 


corporation had only such powers as wete 
expressly granted to it by its enabling act. 
This was definitely determined by the 
U. S. Supreme Court in the case of Head 
v. Providence Ins. Co. in 1804. The im- 
portance of this factor was that it allayed 
suspicions of both legislators and investors 
that they were creating a person with all 
the powers a natural person would have 
but without any means of control. If the 
powers of the corporation were limited to 
those specified in the charter, possible 
abuses could be prevented by the limita- 
tions put in the enabling act, or at least 
such was the reasoning in the early patt 
of the 19th century. One thing which 
these cautious individuals seemed to have 
overlooked, however, is that it had been 
pretty well established in the law by 1800 
that a corporation was ambulatory. Once 
having been created it had existence be 
yond the borders of the country in which 
created. This was true of the great trade 
companies which we have already men- 
tioned. ; 
(Continued on page 190) 








* See Related Reading page 193. 
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Systems Planning 


for Computer Application 


Howard S. Levin 


HE TERM “electronic computer’ is ap- 
Tpiied to many kinds of gadgets. There 
are special-purpose computers which per- 
form specialized operations such as keep- 
ing track of airline seat availabilities or 
furniture inventories. There are general- 
purpose computers, which, true to their 
name, may be used for nearly any data- 
processing activity. And within each cate- 
gory, there is a wide range of machines by 
size, shape, cost, and performance. Some 
computers are essentially replacements for 
portions of a punched card installation. 
Others are small engineering calculators, 
and still others represent nearly fully auto- 
matic approaches to an integrated set of 
office operations. Such machines as Data- 
matic, Bizmac, the IBM 705, and the Uni- 
vac make heavy use of magnetic tapes, 
high speeds of internal operation, and 
powerful machine logic to allow auto- 
matic handling of a wide range of office 
activities. In many senses, these machines 
allow us to approach the concept of an 
electronic office. 

Exploitation of computer potential pro- 
vides substantial challenge to the systems 
planner. He must adapt himself to prac- 
tically unlimited computational ability, in- 
visible records, rapid search, and the pro- 
cedural rigor demanded by computer pro- 
gramming. Further, he must recognize 
that computers are more than new tools 
for doing old jobs. Rather they are tools 
around which effective procedures based 
on information use can be designed. 

From many standpoints the limitations 
of past office work systems can be put 
aside with computer use. The 80- or 90- 
column card, the number of registers in a 
bookkeeping machine, the speed of human 
operations, or the extent of human mem- 
ory are not constraints under computer 
use. Digital computers broaden the ability 
of the systems planner to process informa- 
tion. This ability coupled with integrated 
data-processing equipment and with te- 
cent scientific advances in administrative 
control enables the systems planner to de- 
sign a truly effective, integrated informa- 


= system attuned to the needs of his 
rm, 





AN ENGINEERING APPROACH 

Such design requires an approach and 
methodology characteristic of the engi- 
neering sciences. Engineering of effective 
computer systems requires the same ob- 
jective measurement and test found, for 
example, in weapons systems engineering. 
Information engineering focuses on dis- 
covery of information requirements and 
on evaluation of alternative procedures 
for meeting them. The information needs 
of a firm are not necessarily the output of 
present procedures. Current methods are 
often a patchwork imposed by machine 
limitations, supervisory inflexibility, and 
reaction to business emergencies. As a 
consequence, the information required for 
policy guidance and day-to-day operation 
of the business may not be clearly reflected 
by current office activity. 

Nevertheless, present procedures pro- 
vide a starting point for redesign of a 
business information system. They picture 
the way in which the firm is currently 
operated, reveal the emphasis presently 
placed on various aspects of the office 
work cycle, and provide a basis for view- 
ing office costs. With present procedures 
as a starting point, the information engi- 
neer can work toward a statement of basic 
information needs. Initially he will gain 
only an approximation of such needs. But 
this approximation is valuable in judging 





Electronic computers represent a major 


breakthrough in systems planning 


the feasibility of computers and choosing 
among competitive machines. 


EVOLUTION OF A COMPUTER SYSTEM 
A computer system evolves in three 
major stages. These are: 


Stage 1 —Anaylsis of present informa- 
tion flow patterns and dis- 
covery of fundamental require- 
ments 

Stage II —Development of system con- 
cepts and selection of equip- 
ment 

Stage III—System implementation 


These stages take place consecutively 
and the completion of each affords an op- 
portunity for top management review and 
evaluation. At each stage, understanding 
and support at the upper levels of com- 
pany administration are required since far- 
reaching changes in company procedure 
may prove desirable. Positive attitudes 
toward change, particularly in the middle 
management group, must be won through 
both top management support and the 
persuasiveness of the systems planner. 

The number of people and the invest- 
ment required in design of an information 
system vary with the scope of the work 
undertaken. For limited areas, system 
design can be a modest undertaking. But 
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THIS ELECTRONIC WORLD 


RCA has developed an electronic computer to aid re- 
tailers. The new machine, called Bizmac, will, when proper 
information has been fed into it, advise a retailer what to 
buy, how much to buy, when to buy it, and at what prices. 
For the past three years, a small staff in each of the 26 As- 
sociated Merchandising Corporation stores has been study- 
ing the information that should be supplied to Bizmac. 


where the total information system of a 
complex business is under study, the job 
of system design and implementation rises 
sharply in magnitude. Yet the design of 
an information system on the widest pos- 
sible basis is important to satisfaction of 
management needs and efficient utilization 
of computer potential. Computers and 
other data-processing equipment are 
poorly used if they bring but piecemeal 
efficiency to office tasks. 

The design of a business information 
system is a creative undertaking. Brute 
force will not build an information system 
that serves management objectives. Al- 
though there are suggested steps of system 
design and implementation, there is no 
mechanistic plan for achieving a good in- 
formation system. Progress in this direc- 
tion cannot be measured by procedural 
documentation or the extent to which 
computer specifications are dissected. Both 
are necessary elements. Yet like good 
wine, these elements achieve the optimum 
effect in just the right amount. 


Reviewing present procedures 

Planning a computer system starts with 
a look at present procedures. This study of 
present procedures could range from de- 
tailing the steps performed by each clerk 
and office machine to a general description 
such as “payroll checks are prepared from 
time tickets.’ Probably a middle course 
is desirable in developing useful patterns 
of information flow. A detailed recital of 
present procedures, in fact, may obscure 
fundamentals under an onslaught of 
methodology inspired by custom and exist- 
ing office equipment rather than by in- 
formation needs. Emphasis can too easily 
be diverted from information flow to 
paper flow. Real effort is necessary to “see 
through” present procedures and gain in- 
sight into their basic structure. 


Defining uses of information 

Once information flow is understood 
you have a start, but only a start. More 
important are the uses of information 


within the company. This should be most 
carefully followed. 


How is information used for manage- 
ment decision? 

For operating control of company ac- 
tivities ? 

For accounting activities? 


This stage involves questioning and re- 
view of established business policies and 
practices bearing on office procedures. The 
systems man can profitably consider how 
well the policies reflected in clerical ac- 
tivity serve the interest of the firm. 

It is also essential to determine the in- 
formation need arising outside of the 
firm: 


What are the external requirements im- 
posed by the external auditors? 

By the firm’s creditors? and 

By federal, state, and local governments 
who may or may not regulate company 
affairs but who certainly do tax company 


property and profit? 
Next we should ask: 


What information needs are not met by 
current procedures? 

W hat information would be useful if it 
could be obtained when needed at an 
economic cost? 


These factors of information use along 
with present costs for data processing al- 
low the basic direction of further systems 
study to be determined. 


What is the technical and economic 
feasibility of electronic data processing? 

What are practical levels. of automatic- 
ity to strive for in data processing? 

W hat potentials exist for use of newer 
managerial techniques? 


Taken together the answers to these 
questions give us an indication whether 
we should be looking at a $1 million 
Univac, a $50,000 Bendix G-15, or whether 
we should be congratulating line man- 
agement on having already neared per- 
fection. 
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Selection of equipment 
Usually at this point the alternatives nar. 





row. Perhaps the largest equipment if 


priced out of the running. Possibly, the 
potential dollars exist for either large- o 
medium-scale equipment but medium. 
scale equipment lacks needed capacity for 
required data processing. Perhaps the out- 
look for any form of electronic dat 
processing is dimmed by review of te. 


quirements to be met and the dollars § 


available to meet them. 

But let us assume that significant po. 
tentials exist for computer application. It 
is likely management will have some ques. 
tions of its own. 


What are the next steps? 
How much do they cost? 
When do the benefits arrive? 


Some of the people I have talked with 
have been burned on answers to similar 
questions. It is easy to be too optimistic 
but it is unnecessary to be overly pessimis- 
tic. At this point management encourage- 
ment for additional study is more appro- 
priate than purchase orders for new ma- 
chines. A green light is needed for further 
and more specific planning. Once this is 
obtained, the job becomes one of outlining 
system requirements in the light of com- 
puter capabilities. This is the time for re- 
thinking system requirements. This is the 
place for creative imagination. A system 
must be evolved that meets the informa- 
tion need of management for both policy 
guidance and operational control. The 
system should exploit, wherever useful, 
the computation and search abilities of 
electronic computers. Above all, the sys- 
tem should achieve procedural efficiencies 
through integrating the parts of related 
data-processing activities. The pieces of 
a problem that have become separate 
through organizational drift and the lim- 
itations of present equipment should be 
put together again. 

At this point, systems requirements can 
be projected against various general- and 
special-purpose computers. The systems 
implications of each data processor can be 
considered in terms of equipment items 
necessary, operating personnel required, 
and information outputs. Systems charac- 
teristics along with machine characteris- 
tics and machine costs allow us to choose 
among various computer system elements. 
This is not an easy choice. In some situa- 
tions a single large-scale machine will be 
weighed against combinations of smaller 
machines. Decisions must be reached 
about input and output devices, about 
communications equipment, and about 
data-conversion machines. The rapid in- 
troduction of new components and ma- 
chines and new options for older ma- 
chines has complicated the task of selec- 
tion greatly. System requirements should 
be considered flexibly as machine specifi- 
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cations are viewed so that the most effec- 
tive marriage of machine and system can 
be arranged. 


System im plementation 

The emergence of a system outline at 
this stage is a demanding and challenging 
task. System planning will have a funda- 
mental bearing on company operations. 
While carefully considered objectives and 
sound planning are basic to any systems 
work they are particularly so in computer 
application. Failure to understand prob- 
len complexities or implementation dif- 
ficulties or to obtain coordination of pro- 
posals will be very costly in the program- 
ming stages of computer application. 

Once a system outline and a combina- 
tion of machines to implement the system 
have been set, new considerations come 
to occupy the center of the stage. These 
include the impact of new system con- 
cepts on company operations, the cost, and 
the problems of system implementation. 
Management approval of time, personnel 
and money is needed to carry system pro- 
posals into system realities. But more than 
approval is needed. Management enthu- 
siasm is necessary to insure that accept- 
ance is won even by those whose preroga- 
tives are threatened. 

Computer selection is ideally based on 
a broad view of information needs. Once 
selection is made, the emphasis shifts to 
the specifics of those information require- 
ments. These must now be stated in the 
minute detail of computer routines. The 
development of these routines constitutes 
a major portion of system implementa- 
tion. 

Careful problem definition is a prereq- 
uisite to effective computer use. Actually, 
problem definition began during equip- 
ment selection. It must now be carried 
much further and shaped to the computer 
chosen. Problem definition begins with a 
picture of current procedures. As we have 
stressed, it does not end there. Procedures 
interwoven with the mechanics of current 
data processing are considered in the light 
of information needs in constructing the 
outline of an electronic data-processing 
system. Now in system implementation 
there must ke an absolutely complete state- 
ment of the job to be done. Each step of 
the procedure must be explicitly stated 
with a precision not generally found in 
business information handling. 

Programming a complex data-process- 
ing operation is a task in which firm 
guides are not yet established. Automatic 
coding methods will shorten the actual 
job of machine instruction, but automatic 
coding is no substitute for the planning 
that must precede computer application. 
The system planner through problem defi- 
nition must establish the framework in 
which automatic coding can be used. Yet 
we should not envision a sharp line be- 
tween problem definition and computer 


utilization. System implementation is not 
a matter of setting down the specifics of 
an extensive business problem in great de- 
tail and turning programming talent Joose 
on this detail. Probably no initial view of 
an involved data-processing activity will 
give rise to efficient programming. 

Where a large, complex business system 
is concerned, a prior determination of all 
procedural detail which allows effective 
computer use and meets the information 
needs of the business seems unlikely in 
view of the staggering complexity of both 
the computer and business. The result may 
be a tendency toward empirical proce- 
dures design in computer application. Un- 
der this concept, finalized computer rou- 
tines would emerge from computer test 
and from evaluation of problem segments. 
Procedures planning becomes dynamic 
with the computer a tool of the planner as 
well as the instrument by which data proc- 
essing is accomplished. 

We have concentrated on computers, 
but I want to emphasize that computers 
represent only one tool of the systems 
planner. Computer application can be 
likened to one front of a systems revolu- 
tion aimed at replacing wherever neces- 
sary: 


Unwieldy procedures 
Inadequate information 
Unreasonable costs 
Ineffective administration 
5. Organizational inertia. 


co Wo ND = 


Aside from computers there are some 
other fronts in this battle for more effec- 
tive business operations. 

Certainly, integrated data processing 
has increased accuracy and lowered costs 
through eliminating repetitive handling 
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of information. IDP is making a major 
contribution to the job of getting informa- 
tion to the place where it is needed, when 
it is needed, and in a form permitting its 
efficient use. More achievement in inte- 
grated processing equipment and applica- 
tion is certainly on the horizon. 


AN AID TO EXECUTIVE DECISION 

But there is an even more important 
tool that the systems man can present to 
the executive. It is the use of scientific 
methods to aid executive decision. The 
systems man has a key role in promoting 
and applying the methods of scientific 
management. These methods will shape 
the outlines of tomorrow's business sys- 
tems by establishing new requirements 
for information and permitting us to 
abandon some of what we do today. Basi- 
cally, business systems of the future will 
have a greater orientation toward the 
uses of information. We will in many 
cases replace quantity of numbers with 
quality of information. We will call at- 
tention to the different and the significant. 
We will probably process information in 
strange and complex ways to apply new 
scientific knowledge to business activities. 

Much work is being done in studying 
executive decision problems. Government, 
industry, and the university researcher are 
contributing to the scientific appraisal of 
managerial processes. Their work is at- 
tracting wide attention under the names 
“operations research” and “management 
science. 

The scientist, like the engineer, works 
by measuring, developing mathematical 
expressions, exploring alternatives, and 
testing conclusions. Essentially operations 

(Continued on page 186) 
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The Future of the Programmer 


Dudley E. Browne 


HE USE OF COMPUTERS in the field of 

science has conclusively proved their 
ability to handle such data effectively. 
However, their use in the handling of 
business data—because of their very na- 
ture—certainly is a tremendous challenge. 
I believe you will agree with me that it is 
much simpler to set down the logic of 
certain applications in the fields of physi- 
cal sciences than it is to set down the as- 
sumed logic of a businessyexecutive when 
he is making a decision based on incom- 
plete data. 

The “blue sky’ attitude on the part of 
management has pretty well been shaken 
down and they have come to the realiza- 
tion that the problems involved in devel- 
oping new business systems concepts are 
much more difficult than merely the selec- 
tion of the hardware involved.* Further, 
with the experiences of those installations 
which have already been made, it is quite 
apparent that a horizontal approach, that 
is, the selection of one major pay-off area 
within the company’s total operations, is 
not the best approach to the use of these 
devices from the long-range point of 
view. 

The data-processing equipment now 
available and in the planning and experi- 
mental phases allows management to ap- 
proach their data-processing problems 
with an extremely broad view. In fact, the 
costs of installation and operation make 
it mandatory that we consider data-proc- 








essing operations from a wholly integrated 
and coordinated viewpoint. I prefer to 
call this broad view the vertical approach 
to data integration. 

Existing organization structures, in most 
companies, in areas involved in business 
data-processing activities, have for the 
most part been based primarily on the di- 
vision of responsibility and authority in 
terms of limited machine or manual meth- 
ods. The resultant involved structure has 
not contributed to effective communica- 
tion facilities between the various organ- 
izational units in the data-processing 
chain. Existing routine data-processing ac- 
tivities are relatively slow with the inher- 
ent result that many duplications of effort 
result. Management has exercised control 
by affording a series of manual checks 
and balances which have afforded over-all 
stability, but at the same time have fos- 
tered and encouraged duplication and 
overlapping of effort. This situation is the 
natural outgrowth of the data-processing 
techniques which have previously been 
available and the lack of a good communi- 
cations network. 

The use of these improved devices and 
techniques and the ability to realistically 
establish the data-processing relationships 
between various functions negates the ne- 
cessity to adhere to the old concept of or- 
ganization and function based largely on 
human effort, and calls for their integra- 
tion and coordination. 





DUDLEY E. BROWNE, president of Controllers Institute 
of America, presented this paper as one of a panel of 
four before the Los Angeles Chapter of the Association for 
Computing Machinery (ACM) in January 1957. Mr. Browne 
is vice president of finance and controller of Lockheed 
Aircraft Corporation, Burbank, California. He holds a B.A. 
degree in economics, 1934, University of California at 
Los Angeles and is a CPA (Callif.). He is a past president 
of the Los Angeles Chapter of NACA; a member of AIA and 
AAA; and serves as a member of the Advisory Board, IAS. 
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Management's attitude toward 
those engaged in systems 


analysis and programming 


In examining the development of elec. 
tronic data-processing techniques from 
the standpoint of management, three 
major activities repeatedly appear: 


Data origination, 
Data processing, and 
Data usage. 


The latter, data usage, is in my opinion 
the area which must be attacked first. We 
have emerged from the period in which 
much of the company’s data served as a 
historical or policing function rather than 
a decision-making function, and have en- 
tered a period where we recognize that 
much information can be made available 
to assist management in future projections 
and planning. Forecasted operating te- 
sults under a variety of different assump- 
tions and circumstances can be projected 
and, as a result, management will have 
studied consequences of possible alterna- 
tive courses of action. 

The determination of data usage, ot 
perhaps it could better be called data re- 
quirements, is the responsibility that man- 
agement must face up to. Unless this area 
is properly defined and answered correctly 
in terms of up-dated possibilities, the data 
Origination and data-processing activities 
will prove to be inefbective in producing 
the desired results, for in the end we want 
the data which are to be gathered, sum- 
marized and presented to management to 
be effective; and it is not , sufficient that 
data be handled for the least cost possible, 
that is, most economically, if they are 
made to serve nonconstructive ends. 

Those engaged in the system analysis 
and programming activities of a company 
certainly will play a very important role 
in the development of a new systems ap- 
proach. 

Electronic data processing, when ap- 
proached on a vertical basis, is a major 
shift in direction. It represents a major 
break with past practices and traditional 
thinking. We cannot attempt to graft new 

(Continued on page 184) 


* See “Appraising the Economics of Elec 
tronic Computers” by Frank Wallace. Published 
by Controllership Foundation, Inc., Two Park 
Avenue, New York 16, N. Y. 
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One of thousands of REMINGTON RAND® 
products and systems for the filing, finding, 
storing, housing, microfilming, protecting, con- 
trolling or photocopying of records. For the 
complete KARDEX story, write for free 
booklet to Remington Rand, Room 1416, 315 
Fourth Avenue, New York 10, New York. 
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N VIEW of the relative importance of the 
| Federal Budget to our national econ- 
omy, it may surprise you to know that un- 
til about 35 years ago a unified budget 
presentation for the entire Government 
did not exist. Instead, the Congress acted 
upon an unrelated series of agency re- 
quests for appropriations. At that time, 
each agency prepared its own budget re- 
quest and the Secretary of the Treasury 
simply printed and transmitted those re- 
quests to various committees in the Con- 
gress. Little attention was given to the re- 
lationship of one agency's request to that 
of another or to the total amount that all 
agencies were requesting. Nor was much 
consideration given to the effect thai the 
Government's financial activities had on 
the general economy of the country. 


BUDGET REFORM 

Of course, prior to World War I, the 
annual cost of government activities was 
relatively small. Taken together, the ex- 
penditures for all agencies at that time 
totalled less than a single week’s expendi- 
tures for our major national security pro- 
grams today. The expansion of federal ac- 
tivities and the sharp increase in the pub- 
lic debt that came about because of World 
War I stimulated action on budgetary re- 
form and resulted in the passage of the 
Budget and Accounting Act of 1921. Un- 
der this Act the President, as head of the 
executive branch, assumed responsibility 
for the budget and brought to an end the 
concept of agency self-determination. The 
budget became the financial expression of 
coordinated executive branch policies and 
programs for the fiscal year and was made 
the vehicle for promotion of improved 
management, planning and control. 


THE BUREAU OF THE BUDGET 
To provide the President with the staff 
facilities needed to do the job, this Act 


The Federal Budget 





provided for establishment of the Bureau 
of the Budget in the Treasury Depart- 
ment. It also established the General Ac- 
counting Office as an independent agency 
of the legislative branch with specified 
responsibilities for accounting and audit- 
ing. This was accomplished by revision of 
the existing responsibilities of the Treas- 
ury Department. 

The 1921 legislation was later amended 
by a reorganization plan which transferred 
the Bureau of the Budget to the Executive 
Office of the President in 1939; and by 
the Budget and Accounting Procedures 
Act of 1950. The Act of 1950 more 
clearly set forth the financial management 
responsibilities of the Bureau of the 
Budget, the General Accounting Office 
and the Treasury Department and in 
recognition of their related functions, 
provided that these three agencies should 
conduct a continuous program for im- 
provement of accounting and financial re- 
porting. 


THE ROLE PLAYED BY THE 
BUREAU OF THE BUDGET 

In the Executive Office of the President, 
the Bureau of the Budget now serves as 
the staff arm of the President in bringing 
about more effective conduct of operations 
in the executive branch of the Govern- 


























@ The assistant director of the Bureau of the Budget, 
PERCY RAPPAPORT, discussed the Federal Budget for the 
next fiscal year at a dinner meeting of the Baltimore 
Control of Controllers Institute in late January 1957. 
This is an excerpt from his very comprehensive talk. 
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ment. It works toward this goal by the de. 
velopment and preparation of the annual 
budget, by the review and coordination of 
legislation, and by the improvement of 
management in execution of the financial 
programs approved by the Congress. 
The development of the annual budget 
is a major job in the Bureau. It involves 
the establishment of guidelines which are 
recommended to the President; a detailed 
and searching review of the requests of 
the various agencies as a basis for putting 
together a sound financial program; the 
submission of that total program to the 
President; and finally, the preparation of 
a draft of the President’s Budget Message. 
The Budget Document, as finally is- 
sued, contains not only the President's f- 
nancial plan for the coming fiscal year, 
but also presents background financial 
data for the current and preceding fiscal 
years. In addition, it contains a statement 
of the President's policies in his Budget 
Message, and presents details on the na- 
ture of the programs planned for the 
budget year and the proposed authorizing 
legislation. This Document is the vehicle 
for Congressional consideration of the 
President's budget proposals. After analy- 
sis and review, the Congress appropriates 
funds and enacts the necessary legislation. 


JOHN Q. PUBLIC’S INTEREST 


The Federal Budget, as formidable as 
it may appear, is a document of great sig- 
nificance to the general public because of 
the ways in which the individual citizen is 
affected by the programs and financing 
involved. Probably the most immediate 
concern of the individual who reads the 
President’s Budget Message has to do with 
the taxes he will have to pay under the 
proposed budget. 

All of us quite properly are concerned 
with taxes—considering the fact that we 
as a nation are paying around 20% of our 
national income to carry on the activities 
of the Federal Government. The budget 
for fiscal 1958 anticipates revenues of 
$73.6 billion, but the impact of Uncle 
Sam on our pocketbook is actually even 
greater than that. There is roughly an- 
other $10 billion that the Federal Gov- 
ernment expects to receive in the form of 
employment taxes for old-age and survi- 
vors insurance, disability insurance, and 
railroad retirement, and in excise taxes 
for the interstate highway system. These 
taxes are deposited in special trust funds 
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from which the related expenditures are 
made. 

Of the receipts included in the budget, 
over 50% are from individual income 
taxes. Another 30% are from corporation 
income taxes, while the remainder is made 
up of miscellaneous excise and other taxes 
and receipts of various types. The Presi- 
dent recommended that the Congress con- 
tinue present taxes at their current rates 
so that we may meet our urgent national 
responsibilities, have a balanced budget in 
this period of inflationary pressures, and 
continue to reduce our public debt. Be- 
ginning with fiscal year 1956, our budgets 
have shown a surplus each year, consistent 
with the administration’s objective of 
maintaining the nation’s financial stability 
and preserving the purchasing power of 
the dollar. 

Of equal importance is the managerial 
function of the Bureau. While the agen- 
cies are responsible for carrying out the 
programs approved by the Congress, the 
Bureau follows through for the President 
on execution of the approved programs to 
insure appropriate coordination. This is 
accomplished through examination and 
approval of the apportionment of funds, 
analysis of financial and other reports of 
agency activities, and on-the-site review of 
agency operations. In this process, the Bu- 
reau gives attention to the relative efh- 
ciency and effectiveness of agency opera- 
tions against the background of -accepted 
management principles. Besides the operat- 
ing divisions, which deal with the budget 
and operations of individual agencies, the 
Bureau has ‘five staff offices which provide 
government-wide coordination and assist- 
ance in several management areas. These 
include legislation, executive orders and 
other formal documents; the budget proc- 
ess; organization and general manage- 
ment practices; financial management ac- 
tivities; and the Government’s statistical 
programs. 


IMPROVEMENT OF 
FINANCIAL MANAGEMENT 

The Office of Accounting provides lead- 
ership for improvement of financial man- 
agement in the executive branch, conduct- 
ing programs directed toward moderniza- 
tion and integration of the budget and 
accounting functions in the agencies. These 
activities are performed in cooperation 
with the General Accounting Office, the 
Treasury Department, and the executive 
agencies under the Joint Program for Im- 
provement of Accounting. This joint pro- 
gtam—which has been in operation for 
several years now—is a coordinating 
mechanism that brings together the agen- 
cies assigned specific responsibilities under 
the Budget and Accounting Procedures 
Act of 1950, so that effective progress may 
be made toward the mutual objective of 
strengthened financial management for the 
Government as a whole. 


(Continued on page 200) 
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MAKE A DATE BY THE GOLDEN GATE 





WESTERN CONFERENCE 
ST. FRANCIS HOTEL * SAN FRANCISCO 


APRIL 25-26-27, 1957 


EVENING 


A.M. 


NOON 
AND 
P.M. 


EVENING 


NOON 


APRIL 25 
RECEPTION AND ENTERTAINMENT 


APRIL 26 
ANNUAL MEETING OF MEMBERS 


TECHNICAL SESSION 

Speaker: A. H. Brawner, chairman of the Board, W. P. Fuller 
& Co., San Francisco. Subject: The Economics of Money. 
LUNCHEON—MARKETING WORKSHOP 


Speaker: Fred Manchee, vice president, Batten, Barton, Dur- 
stine & Osborn, Inc., New York. Subject: Techniques of: Meas- 
uring Advertising Effectiveness. 

Speaker: Curtis Rogers, executive vice president, Market Re- 
search Corporation of America, New York. Subject: Measure- 
ment of Consumer Purchases. 


Speaker: Oliver E. Seegelken, general sales director, California 
Packing Corporation, San Francisco. Subject: Measurement of 
Sales Accomplishment Against Sales Expectancy. 

Speaker: Jack Klein, president, Klein Institute for Aptitude 
Testing, New York. Subject: Measurement of the Sales Job and 
the Man. 


DINNER DANCE 


APRIL 27 


TECHNICAL SESSION 

Speaker: Stanford Research Institute will present three 
speakers. Subject: Operations Research—What is it?;. What 
are its objectives?; What is the controller’s interest in it?; and 
How something can be done about it. 

LUNCHEON 


Speaker: Dr. John H. Furbay, director, Air World Education, 
Trans World Airlines, New York. 


SPONSORED BY THE SAN FRANCISCO CONTROL OF 


CONTROLLERS INSTITUTE 
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Accounting for Adjustments Under Section 481 

Applications for permission to change methods of ac- 
counting involving adjustments under section 481 will not 
be acted upon by IRS pending the results of a congressional 
study in the issuance of final regulations. 


Banking Committee Actions 

The Senate Banking Committee rejected a proposal to 
authorize national banks to issue stock options for their 
employes and voted to limit the number of states in which 
Federal Savings and Loan Associations can have branches. 


Corporate Profits 

The President’s Council of Economic Advisers estimated 
1956 before-tax corporate profits at a record $43.4 billion. 
This compares with profits of $42.7 billion in the previous 


peak year, 1955. 


SEC Information Listed 

A pamphlet entitled “Compilation of Documentary Ma- 
terial Available in the SEC’ lists the material filed with or 
issued by the Commission which is available to the public, 
and summarizes the material which is generally not avail- 
able. The material described in the pamphlet is filed in con- 
nection with the administration of the Securities Act of 1933, 
the Securities Exchange Act of 1934, and other similar laws. 


Government Out of Business 

Postmaster General Summerfield has urged Congress to 
abolish the postal saving system on the ground that it no 
longer meets today’s social conditions and savings habits. 


Zone Prices 

The Supreme Court upheld the power of the FTC to 
prohibit zone-delivered prices established by individual com- 
“panies;everr ora nonconcerted basis. 


Foreign Investments 
ICA reported that it has signed investment guaranty 
agreements with Turkey, Cuba and Luxembourg. 
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False Advertising 

The FCC and the FTC have reached an agreement under 
which the latter will immediately inform the FCC when it 
detects false radio and TV advertising. The FCC will then 
relay the information to the individual stations. 


Flood Insurance 

Federal Flood Insurance officials say they will be ready to 
issue the first policies under a new government program in 
late spring or early summer. 


Tax Informers 

According to IRS, 478 informers collected $563,979 in 
fiscal 1955-56 for tips on tax evaders. This was down from 
the 567 who picked up $602,817 in rewards a year earlier, 
IRS figures it allowed 16 per cent of informants’ claims in 
the fiscal period ended June 30, 1956. 


Corporate Mergers 

The FTC announces that a total of 905 mergers took place 
in 1956, compared with 846 in 1955. The 1956 figures show 
fewer mergers among manufacturing and mining businesses 
—638 compared with 689 in 1955—and more mergers in 
the retail and wholesale fields—148 compared with 83 in 


1955- 


Entertainment Expenses 

A bank official who paid dues personally to a number of 
clubs which he joined at the bank’s suggestion to entertain 
customers can deduct these payments as business expenses, 
according to the Tax Court, except for a relatively small 
amount for his family’s use of the clubs. 


Partnerships 

The Supreme Court has ruled that a partnership cannot be 
held criminally liable for violation of Interstate Commerce 
Commission rules. 


Personal Income 

For January, personal income rose to a record $335.2 
billion seasonally adjusted rate, up $1.2 billion from the 
previous month’s rate. 


Proxy Rule Shifted 

The Board of Governors of the New York Stock Ex- 
change has ruled that none of its members may participate in 
a proxy contest for control of an unlisted company unless the 
stockholders get all the information now required by the 
SEC in the case of contests within listed companies. 


“If You Can‘t Beat Them, Join Them” 

The Washington State Legislature is considering an 
amendment to the state insurance code to let women deduct 
three years from their age when paying life insurance pre- 
miums on the grounds that women live longer than men. 

—BEN JAMIN R. MAKELA 
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KEEPS TRACK OF MILLIONS DAILY 


NEW YORK, N. Y. 

The operations of hundreds of clerks in Merrill Lynch, 
Pierce, Fenner and Beane’s 116 offices are backed up by 
Recordak Microfilming in the Home Office cashier’s department. 

Outgoing stock and bond certificates worth millions—along 
with the related charge-out orders—are whisked through a 
Recordak Microfilmer before being forwarded to customers 
and other brokers. (Hundreds of front-and-back pictures are 
made in a minute. Films are developed by local Recordak 
Processing Station . . . are ready for use the next morning.) 

Thus, should a ‘““common”’ stock certificate ever be charged 
out as “preferred,” the error can be spotted in a Recordak Film 
Reader in minutes—saving days or weeks of tracing, and 
sparing customers considerable inconvenience. 








TAKES THE PRESS OUT OF PAPERWORK 


ROCHESTER, N. Y. 

Lilac Laundry and Dry Cleaning saves more than $5,000 per 
year by microfilming the tickets made out each day by its 16 
drivers and clerks in 5 stores. 

These pictures replace a ledger record—with a 5-part 
written description of each ticket—that took all day to com- 
pile. Takes about 15 minutes now to make a photographically 
accurate record of all tickets in route and store sequence. 

Lilae also did away with carbon copies by microfilming its 
charge account statements. Saves on accounts receivable 
insurance, too. 





Short cuts with Recordak Microfilming 


Latest reports on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 
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TURNS MILKMAN’S RECORDS INTO BILLS 


McKEESPORT, PA. 


The Menzie Dairy cuts billing costs in half by microfilming 
its drivers’ route sheets and sending them out to customers 
as their monthly bills. 

This eliminates days of tedious billing and the need for 
costly posting machines and files. And it gives the customer 
the actual record which the milkman compiled from day to 
day, all but ending questions about charges. 

The Menzie Dairy uses a Recordak Reliant Microfilmer 
(illust. below) which takes pictures of 40 route sheets for one 
cent ... and has a unique high-speed automatic feeder that 
prevents ‘‘double feeding.” 

Note: Recordak has a complete line of microfilmers to 
match all needs— priced as low as $550. Low rental plan, too. 


VALUABLE 
FREE BOOKLET 
It’ll pay you to read 
“Short Cuts that Save 
Millions.’’Chances are 
Recordak Microfilm- 
ing is now simplifying 
routines just like 
yours! Inquiries are 
invited—no obligation 

whatsoever! 


Price quoted subject er 
to change without notice “Recordak” is a trademark 


SRECORDERK 


(Subsidiary of Eastman Kodak Company) 





originator of modern microfilming— a” 
and its application to business 
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RECORDAK CORPORATION : 
415 Madison Avenue, New York 17, N. Y. V-4 e 
Please send free copy of ‘‘Short Cuts that Save Millions.” ‘ 
Name Position : 
Company . 
Street Pe 
. 

City State e 
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IDP — Integrated Data Processing —is one automatic Friden  * , Lamduced 
office machine talking to another...and another and another... . | a wy met 
in a code language common to them all...straight through from 2 » ww” ’ he 
data origination and interpretation to final filing. , ma, * * onal 
It is the functional flow of punched tape giving and taking : bs 
orders. Tape enables even small and medium-size businesses to : . - pla 
automatize repetitive figure-work routines...eliminating human a ge 
errors and reducing time costs hugely. Ws.  @» © . her Flex, 


Friden is the leader in this new era of office efficiency because 
Friden creates the Tape-Talk machines that make possible the 
new automated systems. Only a few of these machines can be 
presented here. Many more Friden Tape-Talk units are available 
to meet specialized data integration needs. Individually, or as 
part of a system, each machine quickly pays for itself. 


To see for yourself how Friden IDP works—beginning with 


& 
the famed Friden Calculator and Adding Machine — call your 
nearby Friden agency or write FRIDEN CALCULATING MACHINE 
Co., Inc., San Leandro, California . .. sales, instruction, service 
throughout U.S. and world 
© Friden Calculating Machine Co., Inc. 
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Some typical job routines 


Invoices . . . sales orders. . 


cards... package t 
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is an iDP machine com- 
bining automatic writing 
and automatic calculating. 
Equipped with automatic 
tape punch and reader, it 
interprets and records both 
alphabetical and numerical 
data. Produces tape enabl- 
ing other machines to trans- 
fer data to punched cards or 
accounting records; or data 
may be sent by wire to other 
offices. The Friden Compu- 
typer is widely used to sys- 
temize billing, inventory, 
cost analysis, sales distribu- 
tion, statistics, other typing- 
computing operations. 
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is the essential programmer 
in many IDP systems. Oper- 
ating alone or in combina- 
tion with other automatic 
machines, this famed Calcu- 
lator performs more steps 
in figure-work without oper- 
ator decisions than any other 
calculating machine ever 
developed. 


has 10-key patented key- 
board, Visiblé Check window 
for accuracy. Models are 
available with or without 
automatic step-over of mul- 
tiplicand. Specialized adap- 
tations of the Friden Adding 
Machine actuate or are ac- 
tuated by IDP machines. 
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Executive Recruitment Practices 


in 469 Companies Reported by AMA 


OP LEVEL MANAGEMENT JOBS are more 
T plentiful than ever before in today’s ex- 
panding industry but good men to fill 
them are even harder to find than they 
were in the already tight job market of 
five years ago. Experienced men specializ- 
ing in executive recruitment now talk of 
a “mad market”’ in executives, the Ameri- 
can Management Association has found in 
a survey of recruitment practices, just re- 
leased. 

One prime reason is the doubling or 
tripling of company size since World War 
II. The increasing complexity of manage- 
ment also brings with it the demand for 
stronger, abler, more highly skilled execu- 
tives. Another factor in today’s recruit- 





ment scramble is that many companies 
would not or could not maintain adequate 
programs for developing management 
during World War II. Moreover, those 
companies who have developed executives 
often see them snatched away by rival 
firms. 

Fifteen per cent of the 469 companies 
surveyed by AMA hire few or no execu- 
tives from outside their own company; 43 
per cent fill only up to one tenth of their 
executive Openings in that way. But two 
companies out of five recruit more than 
10 per cent of their top and middle man- 
agement. The larger the firm, the less 
likely it is to hire executives from outside. 

Business contacts are the most produc- 





FACTS ABOUT THE SURVEY 
Questionnaires were mailed to 1,500 companies in AMA’s 
Personnel Division; by the deadline date, 469 had replied. Of 
this number, 437 indicated the percentage of executive jobs filled 


by recruiting (see Table 1). 


TABLE 1 
Executive Jobs Filled by Recruitment 


Per Cent of Executive 
Jobs Filled by Recruitment 





2-10 





No. of Per Cent 

Firms of Sample 
eee 64 14.6 
eons 189 43.2 
eee 54 12.3 
riers 57 13 
re 18 4.1 
sate 32 7.3 
o5% 17 3.8 
eure 6 1.3 
sate 437 99.6 


The findings on other facets of company practice in executive 
recruiting are not based on the entire sample, but on the 293 
firms whose replies show that they do enough recruiting to be 
good sources of information on the subject. For purposes of 
analysis, these firms were put into three categories: small, me- 


dium, and large (see Table 2). 


TABLE 2 


Size of company 


Small (100 to 1,000 employes) ....... 
Medium (1,001 to 5,000 employes) ... 
Large (5,001 to 300,000 employes) ... 
Number of employes not stated ...... 


The majority of the sample—219 out of 293 firms 


Number of companies 





oto ke 109 
Saw eivisieleiersreees 113 
perotssrsisinls eceia's 64 
puget iste Tajaieievere a 7 


mis terereteceGyeces 61 293 





are man- 


ufacturers of industrial or consumer goods. Other categories, 
each represented by a comparatively small group, are service, in- 
surance, utilities, research and development, wholesale and retail 
distribution, finance, and transportation. 
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tive source for recruiting executive talent, 
according to a decisive majority of re. 
spondents, notes author Lydia Strong in 
her report of the survey results in the Feb. 
ruary issue of The Management Review, 
Other sources (in order of their combined 
frequency of mention as first, second, and 
third choices) are personal recommenda- 
tions, advertising, consulting firms, and 
commercial employment agencies. Unso- 
licited applications are last, though a few 
companies find them the best source. 

Close to half the firms surveyed have or 
are developing routine procedures for 
handling executive candidates. Formal re- 
sponsibility is usually assigned to the per- 
sonnel or industrial relations department 
but the executive concerned seldom de- 
votes more than one tenth of his time to it. 

For top-management jobs there are sel- 
dom fewer than two interviews and much 
more frequently there are four or five. The 
decision to hire is made most often by top 
management or by some other group of 
persons rather than by an individual. In 
only one tenth of the companies surveyed 
is the decision left to the executive who 
will be the recruit’s immediate superior. 

In filling middle-management jobs two, 
three, or four men interview candidates. 
The immediate superior makes the hiring 
decision in about one company out of 
four; in most of the others it is a joint de- 
cision involving some members of top 
management. 

Two thirds of the AMA survey te- 
spondents report they can fill top-manage- 
ment jobs within six months, middle jobs 
within three months on the average. But 
many companies take nine months, a year, 
or longer to fill both top- and middle- 
management jobs. 

In most companies surveyed, at least 
four out of five recruits do as well as was 
hoped. But 39 say that anywhere from 
half to all their new men have proven dis- 
appointing. Small companies fare worse 
than big ones in the proportion of satis- 
factory recruits; companies hiring com- 
paratively few executives from outside do 
worse than those that recruit many. 

About half the respondents feel that the 
number of failures could have been re- 
duced through better screening and more 
thorough investigation. Large companies 
are more inclined than small ones to ac- 
cept the inevitability of some failures. 

In cases where a consultant has been 
hired to find an executive and the position 
has not been changed or eliminated 
through promotion from within, the con- 
sultants interviewed claim records of 90 
to 100 per cent success. The personnel 
men, though not too critical of consultants, 
rated their performance somewhat lower. 
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The advantage of consultant firms or 
search consultants (also called ivory hunt- 
ers, man-hunters, and several less compli- 
mentary names) which are retained by 
two out of five of the firms surveyed, are 
ptimarily their contacts. “They can solicit 
men we cannot otherwise reach,” one per- 
sonnel manager said, and many others 
agree. 

The chief disadvantage of hiring a con- 
sultant cited by the companies surveyed is 
the high cost—in some cases $3,000 to fill 
a $15,000 job. The fee is paid for the 
search whether the job is filled or not, an- 
other source of complaint. 

On the other hand, recruiting consult- 
ants and employment agencies list many of 
their own problems in dealing with firms 
that use their services. Among them are 
stalling, unclear or incomplete job specifi- 
cations, undue waste of a candidate’s time 
with inconvenient timing of interviews, 
and unrealistic conditions such as salaries 
that do not fit the job requirements or a 
demand for many years of rounded job ex- 
perience coupled with an arbitrary age 
limit. Two respondents out of five in the 
AMA survey set age limits, with the top 
limits ranging from 30 to 60. Some com- 
panies have additional idiosyncrasies, such 
as preferring graduates of Ivy League col- 
leges, only men who wear sober neckties, 
etc. 

“Most personnel men feel the best ex- 
ecutives are home grown,” Miss Strong 
concludes in her report. Of the respond- 
ents carrying on management develop- 
ment activities (seven out of ten in 
AMA’s sample) more than half are able 
to fill at least 80 per cent of their execu- 
tive vacancies by promotion from within. 
The record of firms without management 
development programs is considerably 
poorer. 

Says one personnel man, ‘“The better we 
establish an internal plan for the selection, 
development, and placement of manage- 
ment personnel, the less emphasis we will 
have to place on recruiting.” 








ASSISTANT 
CORPORATE 
CONTROLLER 


for large well-known Package Goods 
manufacturing corporation with New 
York headquarters. Must be experi- 
enced in all areas of accounting, con- 
trols and finance. Unusual opportunity 
for qualified financial and control ex- 
ecutive with strong personality to as- 
sume responsibility for all corporate 
accounting and financial matters. 
Starting salary and bonus 
around $20,000. 
but open for negotiation 
Please send detailed résumé which 
will be treated with the utmost confi- 
dence. 
Mailing Box Number D2262 


THE CONTROLLER 
2 Park Avenue New York 16, N. Y. 
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IS LILAC TIME 


ogeoipgiy INSTITUTE ., 
MAY 16-18, 


afternoon 


morning 


luncheon 


afternoon 


evening 


morning 


luncheon 


For the 


Ladies 





joyable. 








SPONSORED 


Rochester's display of lilacs, which has 
won world recognition, will be at the 
height of its beauty during the time of our 
conference. We feel sure a visit to the lilac 
gardens at Highland Park will be most en- 


We should like to suggest a visit to the 
Eastman House, formerly the home of 
George Eastman, and now a museum of 
photography. 


195 * ROCHESTER. N. Y. 


BY THE ROCHESTER 


HOTEL SHERATON 


Program 
MAY 16 


Registration—11:00 a.m.-6:00 p.m. Reception and Cocktail Party for 
members and their ladies—5:00-7:00 p.m. 


MAY 17 


TECHNICAL SESSION—‘‘What Every Executive Should Know About 
Compensation” Arch Patton, principal, McKinsey & Co. ‘Financial 
Public Relations” L. E. Pettit, manager of Investor Relations, General 
Electric Co. “The GM Approach to Return on Investment” H. W. Welsh, 
director of Operations Analysis, General Motors Company. 


Program to be announced. 


TECHNICAL SESSION—'Mergers and Long-Range Planning” Wéalliam 
P. Frankenhoff, partner, Wm. E. Hill & Co. “Operations Understand- 
ing” Saul Silverstein, president, Rogers Company. 


BANQUET AND CONCERT—A concert will be presented by an orchestra 
of soloists selected from the famous Rochester Philharmonic and Civic 
Orchestras. 


MAY 18 


TECHNICAL SESSION—''A Case Study on Company Planning and Con- 
trol” Milton Mengel, vice president, Product Planning; Willis Morgan, 
vice president, Marketing; Kenneth Tiffany, vice president, Finance—all 
of the Burroughs Corporation. 


Program to be announced. 


May 16—(5.:00-7:00 p.m.) Reception at Hotel Sheraton for members 
and their ladies. MAY 17—(a.m.) Visit to historic Eastman House and 
Dryden Theatre; (zoon) Luncheon, Women’s University Club; (p.m.) 
Tour of Rochester's world famous lilac display; (evening) Banquet and 
concert at the Hotel Sheraton. May 18—(noon) Luncheon at Hotel 
Sheraton. 


OF SPECIAL INTEREST TO ALL 


For those who wish, arrangements may be 
made for golf at Oak Hill Country Club, 
where the 1956 United States Open Golf 
Tournament was played, or at one of our 
other fine golf courses. 


For baseball fans, the Rochester Red 
Wings are scheduled to play the Toronto 
Mapleleafs in a night game on May 16 at 
Rochester. 






IN ROCHESTER 


CONTROL 














REPORTING FOREIGN OPERATIONS* 
By Samuel R. Hepworth 





Reviewed by W. B. DEVLIN 
Controller ~ 

Cerro de Pasco Corporation 
New York 


This book covers the problem of trans- 
lating foreign currency transactions for 
reporting intelligibly the financial posi- 
tion and results in terms of U.S. dollars. 
At best, this is a highly controversial sub- 
ject, since controlling factors vary widely 
from one country to another and, indeed, 
between companies operating within the 
same countries. At worst, there is a paucity 
of material written on the subject and 
there exists ample room for critical eval- 
uation of the techniques employed. 

The author has critically analyzed the 
different concepts generally followed in 
reporting the results of foreign opera- 
tions. The greatest emphasis is focused on 
those situations where the foreign cur- 
rency is weak and either devaluation has 
occurred or exchange controls operate to 
restrict the accessibility to accumulated 
earnings. 

In the current translation of foreign 
currency accounts into dollars, the author 
differentiates between money-value and 
nonmoney-value assets and liabilities. He 
advocates the use of the exchange rate at 
the end of each accounting period for such 
money-value items as cash, long-term as 
well as short-term receivables and pay- 
ables and that nonmoney-value assets such 
as inventories, fixed assets and prepaid 


expenses be translated at the acquisition- 
date exchange rate (historic rate). The 
main point of departure from conven- 
tional technique is to remove inventory 
items from the current-rate category. Few 
people will take issue with this approach 
except to state that the author's recom- 
mendation is perhaps the conventional 
technique today rather than a departure 
from it, particularly for those countries or 
those products where price levels are de- 
termined by the world market price. 

The author takes the position that the 
existence of restrictions on the converti- 
bility of foreign currencies has no neces- 
sary general effect on the reporting of 
foreign operations. The specific nature of 
the exchange restriction in each case must 
be examined to determine if the freedom 
of parent company action in regard to the 
administration of foreign actions is ad- 
versely affected. The existence of limited 
convertibility, in the opinion of the author, 
is not in itself a basic cause for not con- 
solidating the operations of a foreign sub- 
sidiary. The author feels that appropriate 
notes to the consolidated financial state- 
ments would serve to adequately inform 
the shareholder of the parent corporation. 
Where multiple currency rates exist, it is 
concluded that the appropriate rate to 
employ in the translation of foreign cur- 
rency balances into dollars is the rate 
which is applicable to financial remit- 
tances, e.g., dividends. 

In discussing the effects of devaluation 
of a foreign currency, it is pointed out that 
a substantial decrease in the external value 
of a foreign currency by government de- 
cree is tantamount to the adoption of a 
new currency unit. Therefore, it follows 
that: 


a) Revenue and expense accounts would 
be translated into dollars at the pre- 
devaluation rates for the period prior 
to devaluation and at post-devaluation 
rates subsequent thereto. 
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b) Nonmoney-value assets such as inven. 
tories would be translated into dollars 
at the post-devaluation rate. 


It appears that the author is inconsistent 
in first applying the historic date rate to 
the current translation of nonmoney-value 
assets such as inventories and prepaid ex. 
penses and then, in the case of devalua. 
tion by government decree, using the post. 
devaluation rate. This may be true for sup. 
plies entirely produced within the foreign 
country whose price levels in terms of the 
foreign currency may not have been af. 
fected. It could not be true, however, for 
those items purchased in the world mar. 
kets, since their price levels in terms of 
U.S. dollars would not be affected by de. 
valuation of the currency in one country. 

The author also includes fixed assets 
under the definition of nonmoney-value 
assets. As such, they presumably come in 
for the same type of treatment as inven- 
tories and prepaid expenses. It is not con- 
ceivable that the dollar value of the op- 
eration in a foreign country is necessarily 
reduced proportionately because of a “‘sub- 
stantial and abrupt devaluation” of a for- 
eign currency in terms of U.S. dollars. It 
would appear that there are many and 
varied factors relating to that particular 
country’s economy and price control reg- 
ulations and the world markets which 
would determine the degree to-which the 
accounts must be adjusted in order to ar- 
rive at the dollar value of the investment. 

The handling of exchange loss result- 
ing from currency devaluation is a matter 
that shows no consistent pattern. The au- 
thor recommends showing the net effect 
of the translation into dollar accounts as 
either a charge to income or retained earn- 
ings, depending on the materiality of the 
loss in relation to the net income of the 
subsidiary for the period. 

In general, it is the author's belief that 
consolidation of foreign subsidiaries with 
the parent company is appropriate and 
further, that exclusion from consolidation 
requires evidence in justification of such 
procedure. As a further criteria in deter- 
mining whether a foreign operation 
should be consolidated with the parent 
company, it is suggested that there should 
exist: 


a) Effective control of the foreign opera- 
tion by the management of the parent 
company. te 

b) A reasonable degree of homogeneity in 
regard to the operating characteristics 
of the parent and subsidiary opera- 
tions. 


“Reporting Foreign Operations” is an 
excellent addition to the literature on the 
translation of the results of foreign opera- 





* Published by the Bureau of Business Re- 
search, School of Business Administration, 
University of Michigan, Ann Arbor, Michigan. 
$3.50. 
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tions into dollar accounts. Included in the 
text are specific examples of the effect on 
income in terms of dollars of the various 
concepts employed. In reviewing conven- 
tional techniques, the author points out 
the limitations that exist therein and sug- 
ests numerous alternatives which some 
accountants may think are radical depar- 
tures from traditional thinking. The im- 
pact of the growing investments of Ameri- 
can companies in foreign operations 
should generally lead to acceptance of the 
viewpoint that the results of these opera- 
tions should properly be consolidated with 
those of the parent companies’ operations 
to afford an adequate and complete pres- 
entation of the entire scope of operations 
to management and its shareholders. 


MANAGEMENT PLANNING 
AND CONTROL: THE H. J. 
HEINZ APPROACH* 


A case study on planning and control at 
the H. J. Heinz Company, exemplifying 
the basic principles involved in profit 
planning and the best practice of putting 
these principles into effective, coordinated 
operation. Because of the high degree of 
decentralization of managerial responsi- 
bility and authority, the working out of 
planning and control at Heinz should be 
of distinct value to small and medium- 
sized businesses as well as to the manage- 
ment teams of larger corporations. The 
idea of broadening the direct transfer 
value of the Heinz Company’s experience 
is an important reason for reporting in de- 
tail the application of planning and con- 
trol to the manufacturing costs of a typi- 
cal factory unit in the Heinz organization. 


* Published by Controllership Foundation, 
Inc., Two Park Avenue, New York 16, N. Y. 
$3.00. 





CORPORATE DEBT AND 
THE STOCKHOLDER* 


Shows how corporations can analyze 
and compare, with percentage precision, 
the various returns produced by, and the 
tisks involved in, various patterns of fi- 
nancing. 


* Published by the Amos Tuck School of 
Business Administration, Dartmouth College, 
Hanover, N. H. Pamphlet—Gratis. 


SURVEY OF CORPORATE 
PENSION FUNDS, 1951-1954* 


A report concerned mainly with the 
amount of money held in private nonin- 
sured pension funds, the annual flow 
into these funds, and the types of assets 
in which the funds are being invested. 





* Published by the Securities and Exchange 
Commission, available from the Superintendent 
of Documents, U. S. Government Printing 
Office, Washington 25, D. C. 30 cents. 
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How XEROGRAPHY 


cuts duplicating costs and speeds paperwork 


for SIDLES COMPANY, OMAHA, NEBRASKA 








Saves $2,500 a year on plates alone. 
Saves 75% of time formerly used in 


copying operations... Paperwork that 






took 2 days now takes 10 minutes, 


using xerography! | ‘ 
HARRY B. SIDLES, President aaa, 


Sidles Company, with 250 employees in 
its Omaha plant and 250 in 33 branches 
in Nebraska, Iowa and Kansas, maintains 
a perpetual inventory of 100,000 different 
items, including automotive parts, appli- 
ances and air conditioning components. 
In addition to the company’s branches, 
it does business with 10,000 dealers. 
Harry B. Sidles, President, is enthusiastic 
about the ways in which xerography has 
speeded paperwork and reduced dupli- 
cating costs. 

500 Copies Each of 27 Pages in 4 
Hours: “A typical example of how valu- 
able xerography is to us can be pointed 
up by the matter of the excise tax on tires. 
Naturally, if this information 
is not distributed immediately 






to the field—neither the sales- 


WRITE for proof-of-performance folders 
showing how xerography is saving time 
and thousands of dollars for companies 
of all kinds, large and small. 


THRE HALOID COMPANY 


57-19X Haloid Street, Rochester 3, N. Y. 


Branch offices in principal U. S. cities and Toronto 


man, nor the branches can properly quote 
to a customer. When a change occurs— 
and we have had them as late at 2:30 in 
the afternoon—we make our revised 27 
page lists—have them ready by 5:00 P.M. 
—and, using masters prepared by xerogra- 
phy, have multiple copies in the mail by 
6:00 P.M.!” 

“But efficiency, speed of operation, and 
reduction of duplicating costs are not the 
only advantages we have gained from the 
equipment,” stated Mrs. Thelma D. 
Moore, Manager of the Production De- 
partment, “basically it saves the Sidles 
Company thousands of dollars a year 
having new prices listed the same day 
they are quoted and the lists out that 
same night. It is xerography which makes 


this rapid operation possible.” 


The fastest, cheapest, most versatile way to make masters for duplicating 


Anything written, printed, typed or drawn can be quickly copied by 
xerography onto masters for duplicating. Copies in the same, enlarged, 
or reduced size can be made from one or both sides of the original 
material, by this dry, photo-exact, electrostatic copying process. New 
developments make xerography the one, all-purpose, fast and economical 
process for copying onto different types of masters for duplicating. 


HALOID 
XEROX 
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Operations research, the economics of 
money and a marketing workship will be 
highlights of the 1957 Western Confer- 
ence of Controllers Institute. Sponsored 
by the San Francisco Control, the Confer- 
ence will be held April 25-27, 1957 at the 
St. Francis Hotel, San Francisco. 

Speakers and topics announced so far 
for the technical sessions will include A. 
H. Brawner, chairman of the board, Fed- 
eral Reserve Bank of San Francisco and 
chairman of the board, W. P. Fuller & 








by F. P. Hagaman 

by Harland N. Cisney 

by C. Wilson Randle 

by Dr. C. W. Bastable 

by Dr. F. F. Bradshaw 

by Wilson T. Seney 

by Allen H. Ottman 
“Pensions and Group Insurance” 

by J. Leslie Harper 

by Paul Brower 
“The Guaranteed Annual Wage” 

by Abraham Gitlow 

by G. F. Lamb, Jr. 

by C. A. Augat 


by E. P. Hyde 





Controllers to Meet in San Francisco 





CONTROLLERSHIP AND PEOPLE 


A collection of papers presented at the 25th Annual National Confer- 
ence of Controllers Institute of America, New York City, September 30- 


Sehkeek de Whew ee eee $1.00* 


* Please add city sales tax if order is for New York City delivery 


Contents 


“Administering a Program for the Development of People” 


October 3/1956 «2.66 skecsecee 


“Insuring Better Use of the Management Potential” 

“Basic Concepts for Establishing an Executive Development Program” 
“Preparing Students for Careers in the Controller's Department”’ 
“Auditing Results and Costs of Executive Development Programs” 
“The Controller and the Personnel Director: a Teamwork Approach” 


“A Company President Looks at Fringe Benefits” 


“Various Types of Stock Purchase and Profit-Sharing Plans” 


“Cost Control and the Guaranteed Annual Wage” 


“Possible Tax Savings for Executives” 


“Wage Continuation and Sick Pay Plans: Tax Considerations” 


Address orders to 


CONTROLLERS INSTITUTE OF AMERICA 
Two Park Avenue, New York I6, New York 


Company, who will discuss the current 
money situation. A marketing workshop 
will begin at luncheon on April 26 and 
continue through the afternoon: Fred 
Manchee, vice president, Batten, Barton, 
Durstine & Osborn, New York, will be 
the luncheon speaker. The afternoon panel 
will include: Curtis Rogers, executive vice 
president, Market Research Corporation 
of America, New York; Oliver E. Seegel- 
ken, general sales director, California 
Packing Corp., San Francisco; Jack Klein, 

















the Klein Institute for Aptitude Testing, 
New York; and Mr. Manchee. 

On April 27 a panel on operations re. 
search will be conducted by the Stanford 
Research Institute. William Platt, assist. 
ant director, Economics Research at SRI: 
Francis W. Dresch, senior mathematician, 
and Peter H. Butterfield, senior operations 
analyst, will be the speakers. Dr. John H, 
Furbay, director, air world education, 
Trans World Airlines, Inc., will speak at 
the closing luncheon. 

Entertainment features include a recep. 
tion on April 25, a dinner dance on April 
26, as well as special events for the ladies, 

Wilson K. Minor, comptroller, Standard 
Oil Company of California, San Francisco, 
is general chairman of the conference and 
Stanley B. Murray, controller, M.J.B. 
Company, that city, is vice chairman. The 
program chairman is John R. Lavinder, 
assistant secretary and assistant treasurer, 
California Packing Corporation, San Fran- 
cisco, and the conference secretary is 
Thomas W. Parham, assistant to the presi- 
dent, Balfour, Guthrie & Co., Ltd., also of 
that city. 


Automation Conference 


A one-day conference on “Education 
for Automation” will be conducted on 
April 10 by Pace College, according to an 
announcement by Dr. John C. Sherry, con- 
ference chairman. It will explore the train- 
ing problems of industry and examine the 
resources of the colleges insofar as they 
can be of assistance to business in coping 
with this contemporary problem. 

Among the speakers will be Lloyd 
Slater, director of the Foundation for Ed- 
ucation and Research of the Instrumenta- 
tion Society of America; William B. Ma- 
loney, manager of Employe Relations, 
Esso Standard Oil Company; Eugene F. 
Klausman of Remington-Rand; and Dr. 
George Truman Hunter of International 
Business Machines Corporation. The 
luncheon address will be given by Robert 
E. Slaughter, vice president of the Mc- 
Graw-Hill Book Company. 

A feature of the gathering will be the 
first presentation in the East of a new film 
from California entitled “Electronic Com- 
puters Improve Management Control.” 
Detailed information may be obtained by 
writing to Dr. John C. Sherry, Pace Col- 
lege, 41 Park Row, New York 38, N. Y. 


Electronic Computerama 


An “Electronic Computerama,”’ at which 
three computer manufacturers will tackle 
the same problem, using their own large- 
scale equipment, will be a highlight of the 
1957 Conference of the National Machine 
Accountants Association, to be held June 
26-28 in the Conrad Hilton, Chicago. 
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. DITTO. Systems 


“Know-How” 





































DITTO NATIONWIDE 
FORMS PRINTING SERVICE 


DITTO ACKNOWLEDGED 
SUPPLIES LEADERSHIP 
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DITTO SPECIALIZED SYSTEMS 
DUPLICATING EQUIPMENT 
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Cuts Your Costs 4 Ways! 


There is a DITTO system to simplify and speed every phase of 
production from the requisitioning of materials and parts to the 
delivery of finished products to stores. And DITTO systems 
engineers, plus DITTO specialized systems duplicating equip- 
ment, coordinated duplicating paper and supplies, and custom- 
ized printed forms provide four opportunities to cut your costs 
and assure maximum benefits. With DITTO you can be confident 
that whatever is recommended will meet your precise systems 
duplicating needs. 

Get the full story on DITTO systems savings and the place of DITTO Integrated Data 


Processing in today’s business. Either write us direct or check with your local DITTO 
branch or dealer listed under ‘Duplicating Machines” in your classified directory. 


DITTO, Incorporated, 6852 N. McCormick Road, Chicago 45, Ill. 
DITTO of Canada Ltd., Toronto, Ontario 





HE NEXT 25 years should see consid- 

erable economic expansion in Canada, 
according to the preliminary report of the 
Royal Commission on Canada’s Economic 
Prospects. 

The forecast for growth, according to 
the Royal Commission, is kased on a num- 
ber of assumptions. Chief among these is 
that there will be no global war. Also im- 
portant among the assumptions is that 
there will not be another depression of the 
kind experienced in the 1930's and that 
there will not be prolonged periods of 
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mass unemployment. A final major as- 
sumption was that there will be no major 
change in the policies of government 
which have a bearing on economic devel- 
opment. 

Population growth through 1980, as 
estimated by the Royal Commission, 
should reach 26.7 million persons, com- 
pared with 15.6 million in 1955. This esti- 
mate assumes a net average annual immi- 
gration of 75,000 persons. 

The total civilian labor force is ex- 
pected to grow from 5.6 million in 1955 





How to EXPLORE 
PUNCHED-CARD 


METHODS 


Without Capital Investment 





If you are seriously thinking 
about installing punched-card 
equipment to get the speed and 
economy of automatic methods 
in your office, here’s a way to 
save time, trouble and money. 

Before you make any major 
investment, let STATISTICAL help 
you ‘“‘guinea-pig’”’ the proposed 
operations. Working with a 
“pilot”? set-up of your contem- 
plated installation, we can 
quickly help you arrive at the 
most practical answer for your 
needs. A preliminary exploration 
can serve to (1) confirm your 


s{c 





initial thinking so you can pro- 
ceed with the installation; (2) 
prove that the work can be han- 
dled more economically through 
STATISTICAL; or (3) show that 
the job should be done manually. 

Remember, it’s easier and 
cheaper to discontinue an out- 
side service than to scrap your 
own installation. 

That’s why it’s a sound invest- 
ment to talk it over with STATIS- 
TICAL and get a factual appraisal 
of anticipated costs. Just phone 
our nearest office. 


STATISTICAL TABULATING CORPORATION, 


Established 1933 * Michael R. Notaro, President 
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NEWARK CLEVELAND TYPING 


Nat’l-Newark Bldg. 
MArket 3-7636 


1367 E. 6th St. 
SUperior 1-8101 
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to 9.9 million in 1980. The trend of an 
increasing proportion of women in the 
labor force is expected to more than offset 
the decline in the proportion of the 
younger males entering the labor force 
and the trend towards earlier retirement. 
The average level of unemployment is ex. 
pected to be 3 per cent of the labor force 
while hours of work are expected to fall: 
in agriculture, the work week is expected 
to fall from 55.3 hours in 1955 to 43.8 in 
1980 and, in business, the work week 
should fall from 41.3 hours to 34.3. 

Productivity, the Royal Commission 
points out, is more difficult to predict. 
Nevertheless, output per man-hour in agri- 
culture is expected to increase an average 
rate of 3 per cent compounded annually 
until 1970. And for the succeeding ten 
years at an average rate of 2.5 per cent 
compounded annually. For the business 
sector of the economy, output per man- 
hour is expected to increase at a rate some- 
what between 2.5 per cent and 3.25 per 
cent compounded annually. 

The Gross National Product in 1980 
should reach approximately $76 billion in 
terms of 1955 dollars, assuming an annual 
net immigration average of 75,000 and an 
increase in the rate of productivity about 
2.875 per cent. If, however, the net immi- 
gration average is only 50,000 per annum 
and the productivity increase in the busi- 
ness sector is closer to 2.5 per cent, the 
GNP would amount to only some $68 bil- 
lion. The GNP, in constant dollar terms, 
could reach $85 billion by 1980 with an 
average net immigration of 100,000 annu- 
ally and a productivity increase of 3.25 
per cent yearly in the business sector of 
the economy. 

Per capita GNP should grow from 
$1,714 in 1955 to $2,859 in 1980, in 
terms of 1955 dollars. Estimates as to per 
capita personal disposable income would 
have necessitated assumptions as to the tax 
structure but, the Royal Commission 
noted, the assumptions on per capita GNP 
are consistent with the conclusions of an- 
other study that estimated the average Ca- 
nadian, in 1980, will have about two- 
thirds again as much net income for his 
own use, after paying income taxes, as he 
had in 1955. 

The forecasts on foreign trade indicate 
that the percentage of exports going to 
the United States should increase, as well 
as the percentage of imports from the 
United States. Foreign trade as a whole, 
however, is expected to decline in relative 
importance for the entire economy. 

The Royal Commission's conclusions on 
foreign capital investment in Cana-'a indi- 
cated a recognition of the importance of 
such investment but evidenced some con- 
cern as to the direction it might take. Over 
half of the total amount of foreign invest- 
ment during 1954 in the resource and 


(Continued on page 184) 
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“Automating” your office procedures 


may provide one answer 


The rising cost of doing business can be met in 
many cases by “automating” certain office processes. 


Moore Business Forms (the largest company in its 
field) has developed procedures with Automated 
Data Processing—or ADP—which have proved of 
value to both small businesses and large. 


ADP contributes importantly to holding down 
costs, thus increasing profits, by speeding work, re- 
ducing errors, making new employees unnecessary 
as business expands, improving employee morale. 


MOORE BUSINESS FORMS 


Moore makes no machines—simply analyzes your 
problem ... plans the proper ADP system for your 
business . designs and manufactures forms 
needed for maximum efficiency. 
: ‘ , ; 

Call the Moore man (he’s in the telephone direc- 
tory). Over 300 offices and factories across the 
U. S., Canada, Mexico, Caribbean and Central 
America. Or write Moore Business Forms, Inc., at 
Niagara Falls, N. Y., Denton, Texas, or Emeryville, 


Cal. No obligation, of course. 














YOUR MARKETING 
COSTS CAN BE CUT! 


Marketing costs are notorious for get- 
ting out of hand. They need careful 
watching. Expenses swollen beyond nor- 
mal must be cut. But the big question 
has always been . . . WHERE? 

The answer can now be had by means 
of a NEW & ORIGINAL technique for 
allocating and controlling marketing 
costs and expenses for each product and 
for each class of customer. 


PROFIT ANALYSIS 


Distribution Costs, Working Papers 


by FREDERICK M. EISNER, 
B.C.S., LL.M., C.P.A. 


The FIRST book to explain modern 
Marketing Costs Accounting through 
clear, easy-to-follow text and profuse 
illustrations. 

The new technique in PROFIT 
ANALYSIS enables you to prepare 
statements studded with meaningful fig- 
ures. Weak points in your marketing 
structure are pinpointed by mere inspec- 
tion of the data obtained. It is your key 
to day-by-day accurate control over every 
phase of business operation. 


364 pages: $10 postpaid. 


10 day money-back guarantee. 


CHARLES M. EISNER 


Dept. C 
70 Linda Ave., White Plains, New York 








American Appraisals 
correct errors in 
property accounts 


Continuous American Appraisal Serv- 
ice®is an effective method of property 
control—reflecting changes in physi- 
cal assets and fluctuations in value. It 
keeps property records in line with 
property facts. 


The 
AMERICAN 


APPRAISAL 


Company 
leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 
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manufacturing industries was in the form 
of so called “direct” investment in wholly 
or partially owned mines, timber limits, 
oil wells, leases and reservations, and in 
manufacturing plants, etc. 

“The influence which foreign-controlled 
investments exert in some industries,” 
noted the Royal Commission, ‘“‘may be 
greater than the percentages which the 
amount of foreign capital investment in 
these industries might imply at first 
glance.” The Commission listed the indus- 
tries in which a relatively few companies 
were controlled by nonresidents and stated 
that several of these industries, directly or 
indirectly, are contributing in a major 
way to the present high level of economic 
activity in Canada. 

While recognizing the need of invest- 
ment for continued growth, the Royal 
Commission indicated that the increased 
foreign ownership and control of certain 
industries may tend to create problems. 
The report noted, however, that it would 
be both unfair and ungenerous to suggest 
that Canada has been so far hurt as a re- 
sult of the foreign capital already invested. 

The Commission put forward three ob- 
jectives as being desirable for the opera- 
tions of foreign concerns which do busi- 
ness in Canada through the median of 
Canadian subsidiary companies, unincor- 
porated branches, Western Hemisphere 
Trade Corporations, etc.: 


1. Wherever possible, they should em- 
ploy Canadians in senior management and 
technical positions, should retain Canadian 
engineering and other professional and 
service personnel, and should do their 
purchasing of supplies, materials and 
equipment in this country. 

2. They should publish their financial 
statements and make full disclosures 
therein of their Canadian operations. 

3. The larger Canadian subsidiaries 


should sell an appreciable interest (per- 
haps 20 per cent to 25 per cent) in their 
equity stock to Canadian investors and 
should include on their Boards of Direc. 
tors a number of independent Canadians, 


To accomplish the third objective, the 
Royal Commission suggested that some in- 
centives might be provided by changes in 
the income tax law in the form of new 
and special tax concessions which would 
have the object of assisting Canadian com- 
panies and Canadian businesses to com. 
pete with their larger competitors in other 
countries. Another suggestion would be a 
revision of the withholding taxes on divi- 
dends payable to nonresidents. 

Other sections of the preliminary te- 
port considered the prospects and prob- 
lems of the various parts of the Canadian 
economy and discussed matters relating di- 
rectly to them. These sections included the 
primary resource industry, such as agricul- 
ture and fisheries, etc., as well as the sec- 
ondary manufacturing industries and also 
transportation. Other sections discussed 
capital requirements and the special finan- 
cial difficulties of municipalities in Canada 
and, finally, the special problem of the At- 
lantic provinces, immigration and require- 
ments for trained manpower. 

The Royal Commission concluded, in 
its preliminary report, that the anticipated 
economic expansion should bring about a 
remarkable increase in living standards 
and in the levels of per capita net disposa- 
ble income. The Commission anticipated 
dull periods in the future as well as bright 
ones but concluded that ‘given leadership, 
flexible policies, a willingness to change 
policies as occasion demands and a bit of 
luck, Canadians have every reason to look 
forward with optimism and confidence to 
the continued economic development of 
our country and to a rising standard of 
living in the years to come.” 


The Future of the Prog rammer (Continued from page 168) 


techniques to pre-electronic processing— 
for if we do, we are going to glean only 
a fraction of the advantage which we are 
seeking. Those persons engaged in the 
activity of systems analysis must therefore 
have the ability to not only devise the 
means of best use of the equipment and 
techniques for management, but they must 
also have the ability to sell their product 
and overcome the irritant of adjustment 
to something new. This is a big order. 
The systems analyst, in my opinion, is 
and will continue to play a very major 
role in this area. His ability to build into 
these new systems concepts the means of 
accomplishing the objectives and the pol- 
icies of the company, together with the 


necessary internal controls which must be 
inherent in these systems developments, 
and to effectively place them into opera- 
tion, will certainly gain him the necessary 
recognition in the organizational structure 
which is commensurate with his ability. 

I do not feel that automatic program- 
ming is to play a major role in the use of 
computers in the business data-processing 
area for some period of time. I support 
my view in that business systems follow 
a pattern which is closely associated with 
individual management thinking and con- 
sequently do not follow that pattern which 
can be applied to processing of scientific 
data. 
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Annual Institute on Accounting 
at Ohio State University 


The Nineteenth Annual Institute on 
Accounting will be held May 16 and 17, 
1957, in the Ohio Union on the Ohio 
State University campus. 

Thomas H. Carroll, vice president of 
the Ford Foundation, will be the principal 
speaker at the banquet on May 16 at 
which time induction ceremonies will be 
held for newly elected members of the 
Ohio State University Accounting Hall of 
Fame. 

Marquis G. Eaton, president of the 
American Institute of Accountants, will 
address the session devoted to ‘‘Account- 
ing Education” ; also appearing at this ses- 
sion will be Richard S. Claire, president 
of the Illinois Society of Certified Public 
Accountants, and Frank P. Smith, director 
of the Bureau of Business Research at the 
University of Michigan. 

Another session will be on the subject 
of “Data Processing.” The speakers will 
include James W. Pontius, consultant, 
Electronic Data Processing Development, 
General Electric Company, and J. F. van 
Gorder, director, Methods Planning, U. S. 
Steel Corporation. 

James J. Mahon, Jr., tax editor of the 
Journal. of Accountancy, and John P. 
Goedert, partner, Alexander Grant & 
Company, Chicago, will speak at the ses- 
sion on ‘Federal Taxation.” 

Robert W. King, president of the Fed- 
eral Government Accountants Association, 
will address the audience on ‘“The Organ- 
ization and Operation of a Government 
Corporation.” 

Also participating on the program as 
chairmen of the sessions will be James N. 
Buccalo, president of the Ohio Society of 
Certified Public Accountants, Roger A. 
Yoder, regional vice president of Control- 
lers Institute of America, C. A. Moyer, 
president of the American Accounting As- 
sociation, and Eugene Ratliff, president of 
the Institute of Internal Auditors. 

Information and reservation blanks for 
the Nineteenth Annual Institute on Ac- 
counting may be obtained by writing to 
the Bureau of Business Research, Ohio 
State University, Columbus 10, Ohio. 


Wayne University Computation 
Laboratory—Summer Program 


The Computation Laboratory of Wayne 
State University is offering its fifth special 
summer program of three one-week 
courses. The first course, June 3-8, 1957, 
is an introduction to computers and their 
applications; the second course, June 
10-15, concerns data processing in busi- 
ness and in industry; and the third course, 
September 9-14, is on industrial and man- 
agement computer applications. 

Further information may be obtained 
from A. W. Jacobson, director, Computa- 
tion Laboratory, Wayne State University, 
Detroit 2, Michigan. 
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Weight Data Systems 


Originating, Transmitting, Processing, Recording 


Digital Weights 
Transmitted Anywhere 


eecoo Adding Machine 
°° Electric Typewriter 
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¢°°°° Tape Punch 
ees Card Punch 
enhes Digital Indication 


Toledos now provide electronic wings 
for your weights! A great time-saver 
combined with Toledo accuracy! 
Even though the weights originate 
in production, inspection, testing, 
shipping or receiving, the weight 
data travels instantly for remote 
digital recording in the form you 
want it. This new forward step 
brings a closer than ever link be- 
tween good weight control and high 
accuracy in accounting records. 


Automatic 
Bulk 
Weighing 





You get printed and totalized weight 
records instantly—on a remote elec- 
tric adding machine—with this 
Toledo Automatic weighing, record- 
ing and totalizing system. Its job 
is to keep cost-control tab on bulk 
material such as flour going into truck 
or carload shipments. 5 


Product 
Testing and 


Sorting aE ay 


Toledos today automatically check 
and classify a wide range of parts. 
Here leaf springs for autos are tested 
and classified automatically by this 
custom-engineered Toledo at the 
rate of 600 an hour! 









Dial location wherever 
you choose with 
Electronic Toledos 


A new type of Toledo—the Elec- 
tronic Load Cell Scale—eliminates 
mechanical connections between 
platform and scale head. This gives 
new flexibility to testing as well as 
weighing applications. Dial head 
can be located wherever desired. 


Also, the weight data can be proc- 


essed in a Variety of recorders and 


office machines. Ideal for many. ° 


dynamometer, motor truck, hopper 
and custom test device applications. 


New TOLEDO 


a 
Batching in Set a 
Automatic oN ple 
interlocked { 
Systems <a 


This Toledo cabinet interlocks 22 
scales in an automatic batching 
system. Through TOLEDOmation 
all ingredients are fed into success- 
ive batches in proper sequence, in- 
cluding operation of gates and feed- 
ers. In addition, all dials are auto- 
matically scanned and the digital 
weight data is recorded on an elec- 
tric typewriter for each batch. 


WW hether you are moving for- 
ward to a plant-wide weight control 
system, or are considering the closer 
linking of your weighing with ac- 
counting through modern Toledo 
weight data processing units, you 
will find that a discussion with a 
Toledoman may be helpful. We will 
be glad to send booklets on remote 
digital weights, or on “‘a plant-wide 
look at weighing’’. Write Toledo 
Seale Company, Toledo 1, Ohio. 


TOLEDO’ 


HEADQUARTERS FOR SCALES. 


, 
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Systems Planning 


for Computer Application (Continued from page 167) 


research applies engineering methods to 
administrative areas. This does not mean 
that operations research is necessarily dif- 
ferent from present management activities. 
But science is a demanding taskmaster 
and we are likely to find that operations 
research is more formal in its approach 
than is now the general rule; greater em- 
phasis is placed on measurement of busi- 
ness factors and on the mathematical re- 
lationships among these factors. 

Operations research can be defined as a 
scientific approach to evaluation of alter- 
natives under control of management. As 
such, operations research has four char- 
acteristics: 


1. It is objective. Neither preformed 
conclusions nor the personal lean- 
ings of the study group are allowed 
to limit the questions asked or to af- 
fect the pattern of investigation. 

2. It is based on measurement, Opera- 
tions research depends on observa- 
tions and measurement. In many 
areas where direct measurement is 
not possible, every effort is made to 
obtain reasonable estimates or ranges 
of probable values. 


3. It develops an analog or model of 
the system being studied. Frequently, 
a complex management problem can 
be characterized in terms of numbers 
or symbols. This kind of model, 
called a mathematical model, en- 
ables a testing of alternatives and 
use of mathematical techniques for 
maximizing effectiveness or minimiz- 
ing cost. 

4, It tests conclusions wherever pos- 
sible and modifies the study as a re- 
sult of test. 


The application of these principles to 
military and business problems has spurred 
many new areas of study. Some of these 
are: 


Linear programming, or allocation of 
limited resources to competitive de- 
mands so as to optimize some manage- 
ment objective; 

Queueing theory, or the study of how 
service waiting time, capacity to serve, 
and customer demand interact; 
Statistical decision theory or the study 
of decision making under uncertain 
knowledge; 











CHICAGO : 





j 
Bap 
Depreciation and Depletion Studies 

Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 


Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 








Replacement theory, the determination 
of the most economic policy regarding 
replacement or maintenance and the 
study of mass replacement problems; 
Theory of games, the study of competi. 
tive situations and the formulation of 
actions, reactions, and counteractions 
designed to increase the chance of win. 
ning a competitive battle. 


But operations research should not be 
viewed as a group of slick techniques in 
search of a problem. Rather operations te- 
search is directed to problem solution and 
calls upon whatever techniques are useful 
in problem analysis. By taking an objec. 
tive, thorough and formal approach to 
management-decision problems, operations 
research can take advantage of new meth- 
ods of scheduling, organizing and con- 
trolling company activities. 


OF OPERATIONS RESEARCH 
AND COMPUTERS 

Because operations research is a scien- 
tific discipline, it is thorough and pains. 
taking. In the scientific tradition, conclu- 
sions are reached only after all pertinent 
data have been gathered and scrutinized 
and full discussions of implications have 
taken place. Of course, good management 
already stresses these same principles, but 
in operations research we find a full-time 
conscious orientation toward complete ex- 
amination of possible factors and use of 
advanced techniques in making that ex- 
amination. While this seems to stray from 
my topic, perhaps the detour is not so far 
off the path as it seems. In considering 
computer usefulness within the firm the 
operations research potentials may be con- 
siderable. The computer load generated 
by linear programming, for example, can 
be very great. Computers, in fact, make 
possible use of operations research tech- 
niques that would be totally unfeasible 
under more manual methods. In many 
cases, operations research potentials tip 
the scales toward computer acquisition for 
an otherwise undecided management. 

But in another sense, operations te- 
search is related to computer planning. 
The objectivity, measurement, and careful 
evaluation stressed by the opsearcher is 
especially appropriate in system planning 
for computer use. 

We are just beginning the computer 
age. Acceptance of computers in one short 
decade has been remarkable. In the decade 
ahead sound computer planning will 
bring a profound and beneficial change to 
offices both large and small. 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Management Engineers 
Park Building Yonkers, N. Y. 











186 


THE CONTROLLER * APRIL, 1957 


Yin 











nation 
arding 
d the 
ms; 
mpeti- 
on of 
ctions 
F Win- 


10t be 
1es in 
Ms re. 
n and 
useful 
objec- 
ch to 
ations 
meth- 

con- 


scien- 
yains- 
nclu- 
inent 
nized 
have 
ment 
, but 
-time 
€ €Xx- 
se of 
t ex: 
from 
o far 
ring 
1 the 
con- 
rated 
can 
nake 
tech- 
sible 
nany 
; tip 


1 for 


- £e- 
ing. 
-eful 
i is 
ning 


uter 
hort 
cade 
will 
re to 











er net 





TRAVELETTE & 










the key to 

\ efficiency G economy 
in handling 

travel expense 


reimbursement 





Some users of : 
LeTourneau-Westinghouse Co. 


Traveletter 

The Lionel Corp. 
American Cyanamid Co. Morton Salt Co. 
American Home Products Pennsylvania Salt Mig. Co. 
Bauer & Black 
Div. of The Kendall Co. Sealed Power Corp. 
Binney & Smith, Inc. ; Shulton, Inc. 
Commercial Solvents Corp. Alexander Smith, Inc. 


Crown Zellerbach Corp. 


Diamond Crystal Salt Co. “= t— Corp. 
Electric Auto-Lite Co. United Aircraft Corp. 


A. C. Gilbert Co. Western Electric Co., Inc. 
Johnson & Johnson Wm. Wrigley, Jr., Co. 


The Traveletter System effects an 
ingenious procedural improvement that will mean important, 


continuous savings of time and money in your accounting department. 
We have prepared a brochure that tells all about Traveletter and how well 
it will work for you. You'll find it interesting, and a request for a copy will not 


bring a salesman to your door. Write Traveletter Corporation, Greenwich 2, Conn. 


SINCE 1894 


THRAWVE LE ®T HE Fe 


GREENWICH, CONNECTICUT 

























|| |] LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Syracuse, NV. Y. 

Faculty members and students from the 
College of Business Administration, Syra- 
cuse University, LeMoyne College, and 
Harpur College were guests of the Syra- 
cuse Control of Controllers Institute at an 
“Education Night” dinner meeting at the 
University Club on February 19. The pro- 
gram featured a discussion of corporate 
budget programs by Jay T. Sarles of Rome 
Cable Corp. and James B. MacGibney of 
General Aniline and Film Corp. and dis. 
tribution to all present of the Institute’s 
accounting career booklet “Moving Up in 
Business—A Look at Managerial Ac- 
counting.” 

In addition to a general view of the din- 
ner meeting (below) the photo (above) 
includes Dr. Wm. T. Jerome III, director 
of the Executive Controls Program of Syr- 
acuse University (right) who acted as 
moderator. With him (left to right) are 
Control President R. H. Webber; Father 
Francis J. Fallon, S.J., LeMoyne College; 
Dean Morris E. Hurley, Syracuse Univer- 
sity; and Hans C. Todt, chairman, Con- 
trol Committee on Education. 

















Cost Control in the Paint Industry 


(Continued from page 161) 


SUMMARY 

In summary, these are the accomplish- 
ments of the system for cost control and 
profit analvsis we are using. We have pro- 
vided a method for setting prices using 
current costs. By this technique we have 
also provided a tool through the profit- 
volume relationship by which profit pat- 
terns can be forecast for existing condi- 
tions and by which the effect on profit of 
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price change and volume change in a 
product line or product lines can be fore- 
cast readily and accurately. There does not 
seem to be any other system which permits 
this to be done so quickly and easily. 

Our income statement reports income 
from sales in the same relationship as our 
profit objectives have been developed. 
Management can see readily on the state- 
ment any deviation from profit objectives 
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resulting from sales effort, from manufac- 
turing efficiency, or from changes in vol- 
ume. 

Knowing the out-of-pocket, or break- 
even point in costs has been of great bene- 
fit to sales department in evaluating how 
much change in price can be made to meet 
competition. 

The segregation of costs on our state- 
ments into their component parts of ma- 
terial, labor and other variable manufac- 
turing costs has made practical prompt 
consideration of price changes coincident 
with changes in any segment of cost. We 
can immediately evaluate the effect of a 
cost change in any component on our 
profit plan. 

We do not have volume variances to ex- 











(] 





Inde 
Int 
cusse' 
India 
tute | 
ant, 
holds 
wom 
diana 
since 
Earl 
Form 
Dille 
Bank 
ert J. 
Corp 
dent 
diana 


Dag 
A 

ship 

lers | 
ticles 
have 
mage 
recen 
Cont 
exalr 
DeH 
treas 
Divi 
Com 
Duri 
dent 
presi 
Trus 
Dire 
Wes 





plair 
effec 
arate 
com 
and 

uct | 
volu 
uct | 


to b 


conc 
oper 
state 


worl 
exist 
acco 


Eack 





m the 
Syra- 
, and 
Syra- 
at an 
at the 
2 pro- 
orate 
Rome 
ey of 
1 dis- 
tute’s 
Jp in 

Ac 


» din- 
ove) 
ector 
‘Syr- 
d as 
) are 
ither 
ege; 
iver- 


ran 


—~On- 





ipt 


ur 


x: 








RIGHT ABOVE 
Indianapolis, Ind. 

Integrated data processing was dis- 
cussed at the February 14 meeting of the 
Indianapolis Control of Controllers Insti- 
tute by Mrs. Lois Richards, IDP consult- 
ant, Uarco Forms, Inc. Mrs. Richards 
holds the distinction of being the first 
woman speaker to appear before the In- 
dianapolis Control during the 18 years 
since its organization. In the photograph 
Earl Mueller, district manager of Uarco 
Forms, Inc., is at the left, with Roy T. 
Dilley of American Fletcher National 
Bank & Trust Company, center; and Rob- 
ert J. Alerding of Insley Manufacturing 
Corp. to the right. Mr. Alerding is presi- 
dent and Mr. Dilley is secretary of the In- 
dianapolis Control. 


RIGHT BELCW 


Dayton, Ohéo 


A display of publications of Controller- 
ship Foundation, research arm of Control- 
lers Institute, together with the many ar- 
ticles about the Foundation’s reports that 
have appeared in the nation’s business 
magazines, was one of the features at a 
recent meeting of the Dayton Control of 
Controllers Institute. The display is being 
examined by (/eft to right): Collis W. 
DeHaven, assistant secretary and assistant 
treasurer, the Leland Electric Company 
Division of American Machine & Foundry 
Company; F. J. Donaghy, treasurer, the 
Duriron Company, Inc.; Control Presi- 
dent Charles M. Billman, assistant vice 
ptesident, the Winters National Bank & 
Trust Company; and Institute National 
Director E. W. Weston, secretary, the 
Weston Paper & Manufacturing Co. 
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plain. Management can see for itself the 
effect of volume on profits. And by sep- 
arately showing fixed expenses on the in- 
come statement, management can follow 
and understand its apportionment to prod- 
uct lines. And explaining the allocation of 
volume variances to cost of sales by prod- 
uct line has in the past frequently proved 
to be a difficult task for our accountants. 
We give manufacturing management a 
concise, easily understood evaluation of 
Operations with our cost and variance 
statements. 

One of the reasons why our system has 
worked so well is the cooperation that has 
existed between the cost accountants, plant 
accountants and production supervisors. 
Each has become more keenly aware that 


he is a member of the management team. 
This is particularly true of the accounting 
personnel, which has been called upon to 
play a greater and more dynamic part in 
our company’s progress. 

Because accountants are primarily re- 
porters and evaluators of facts, they must 
be able to communicate quickly and effec- 
tively in all directions, sales, production, 
and financial. They must know the people, 
the products, and the production processes 
of the company. And they must know how 
to discuss them with all levels of responsi- 
bility in every segment of the company’s 
operations. 
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An important part of our installation 
program has been in the area of training 
our accountants how to evaluate the infor- 
mation they have collected in terms that 
the nonaccountant can understand. This 
has not been our easiest task, but we are 
certain it is paying off in better under- 
standing of operations by accountants, and 
of reported accounting data by produc- 
tion and sales personnel. This combina- 
tion of an efficient system and adequately 
trained personnel contributes much to the 
knowledge of operations, the control and 
improvement of those operations, and the 
ultimate profitability of sales. 
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History of Corporations (coninued from page 164) 


With each state passing general incor- 
poration laws and creating corporations 
which could do business not only in the 
state of creation but in other states, it be- 
came natural for promoters to shop around 
among the states to find which incorpora- 
tion law would best suit their purposes. 
As the number of states having such gen- 
eral incorporation laws increased there de- 
veloped what might be called a “‘buyer’s 
market’ for such laws and the country wit- 
nessed the disgraceful spectacle of the vari- 
ous states competing with one another in 
granting favorable terms and broad powers 
in order to attract corporations to their 
state. The theoretical control which had 
been hoped for in restrictions in the ena- 
bling act became practically nonexistent. 
New York and Delaware wound up as 
being the most favored states by incorpo- 
rators. The decline of effective control 
through enabling acts was accelerated by 
decisions of courts upholding the exercise 
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of implied as distinguished from expressed 
powers of corporations. 

Most of the corporate law work in the 
19th century was concerned with the me- 
chanics of incorporation and the deter- 
mination of whether particular activity 
and powers of the corporation were or 
were not w/tra vires (beyond the power of 
the corporation). 

In the absence of any effective restraint 
in corporate activity abuses became ramp- 
ant. The country entered what one writer 
has called the juvenile period. It was the 
period of the great robber barons—Drew, 
Vanderbilt, Fisk, Huntington. The power 
made possible by the corporate form was 
used by some of the large companies like 
Standard Oil to ruthlessly mow down 
competition. Speculation and manipula- 
tion of corporate securities was rife. Pyra- 
miding of the corporate structure and the 
issuance of non-voting stock enabled a 
small minority of the investment to con- 
trol the activities of the corporation. Per- 
sons with little ownership interest in the 
total corporate enterprise were able to ex- 
ercise control. With the concentration of 
wealth which the corporate form made 
possible great monopolies and oligopolies 
developed and there were abuses in the 
way of price concessions, rebates by the 
great railroad companies, and finally 
manipulations by promoters for their own 
personal gains to the detriment of the in- 
vestment body, such as in the Insull Em- 
pire. These abuses by corporations natu- 
rally led to a big hue and cry among the 
public against corporations. The big cor- 
poration became synonymous with evil. 
Theodore Roosevelt proudly proclaimed 
to the world that he would not prostitute 
himself to a corporation—i.e., enter the 
then lucrative field of corporation law. 

Even when corporate abuses did not 
exist, the very increase in size made pos- 
sible by the corporate form has resulted in 
substantial measure in a divorce between 
the ownership interest and the manage- 
ment of such enterprises. The best ex- 
ample of that is in our own Bell System 
where no individual owns as much as 
1/50th of 1% of the stock. There are 
over 1,400,000 shareholders. It is obvious 
that the control of these 1,400,000 share- 
holders over management is at best only a 
broad veto power. The financial editor of 
the Chicago Daily News is quoted in the 
TNEC Report to Congress as saying: 

“Taking industry as a whole, the meth- 
ods of using proxies gives the average 
stockholder about as much chance to ex- 
press an opinion as a Chinaman would have 
of choosing the President of the United 
States. He can agree or keep still. The 
proxy which is sent out lets him vote for 
the management; if he objects he can come 
to the meeting and register a kick. When he 
gets there he will be in the minority. The 
management usually enters the meeting 


with enough votes to carry any measure, 
regardless of those present.” 


We have then the specter of a gigantic 
corporation having some $13 billion of 
assets without any one owner or group of 
owners having a controlling voice. 

As the corporations grew in size and 
importance and the abuses became widely 
publicized, the demand for action became 
strong. 

Should the corporations 
through repeal of the charters? 

This was the remedy pursued against 
the great trading companies in England, 
However, the corporate form had pro- 
gressed too far to backtrack. Serious stu- 
dents of the problem could see that the 
remedy was not to do away with the cor- 
porations which had made possible the 
great industrial expansion, but turned in- 
stead to other forms of control. Thus we 
had government regulation of railroads 
and utilities. For other types of companies 
we had the vague prohibitions of the 
Sherman and Clayton Anti-Trust Acts. In 
the 30’s we had regulation of securities 
markets and the required disclosure to in- 
vestors in the Securities and Exchange Act. 

Has this transfer of some of the power 
of decision from the manager of the cor- 
poration to government been effective? 

I’m sure you will not find any unanimity 
of opinion on that question. The railroads 
are currently agitating for removal from 
under the rate regulatory jurisdiction of 
the Interstate Commerce Commission, 
complaining that its very cumbersomeness 
is a deterrent to efficient operation. The 
anti-trust laws were not effective to pre- 
vent a continuation of the concentration 
of power in a few large corporations. 
However, most students of the problem 
have to admit that the very ineffectiveness 
of the anti-trust laws has resulted in a 
great good for the nation as a whole. The 
book* “Great Enterprise” by Herrymon 
Maurer makes a pretty conclusive case for 
the advantages which have accrued to the 
general public, employes and investors 
through the big corporation. The classical 
concept of control through competition 
among a great many small entrepreneurs 
with small investment who could enter a 
market or shift to a different product with 
changes in supply or demand is com- 
pletely unrealistic in today’s economy, yet 
the laws are founded on this competitive 
concept of control. 

The idea of control through govern- 
ment intervention is still very much of a 
live issue. In the 84th Congress, 2nd Ses- 
sion, Senator Joseph C. O'Mahoney put 
forth two proposals: First, a proposal to re- 
quire federal incorporation of all corpora- 
tions engaged in interstate commerce— 
and, second, a proposal to limit the size 
of capital of corporations. The House Ju- 


be _ killed 


* See Related Reading page 193. 
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diciary Committee is preparing to hold 
hearings on charges that “big business 
jants are dominating federally regulated 
felds like aviation, radio and television, 
railroads and power.” 

However, experience in the past has 
roved that decision by government di- 
vorced from operational responsibility has 
been awkward and inefficient. It is a des- 
erate remedy which may be necessary but 
should be used only upon proof of ab- 
sence of other more workable controls. 
Before plunging into an experiment with 
new government regulation or planning 
we should take a look at the controls 
which actually exist in the big corporation 
and whether they have proved inadequate. 

First is the traditional control of the 
stockholders. In legal theory the managers 
of the corporation are mere agents of the 
directors who are trustees for the benefit 
of the stockholders. As the holders of the 
equity the stockholders have the theoret- 
ical right to remove the directors and the 
management. While it is true that in prac- 
tical operation this control is seldom di- 
rectly exercised, the potential threat of 
being thrown out by the stockholders is a 
consideration in the minds of manage- 
ment in arriving at decisions. A different 
form of stockholder control exists for 
companies like the AT&T which must 
attract new investors into the business. 
Most large corporations today are able to 
finance their expansion out of retained 
earnings. However, AT&T is under the 
constant necessity of appealing for new 
investment funds and must therefore pay 
great heed to stockholder appraisal of 
management policies. 

A second type of control which exists 
for large corporations is exercised by the 
forces with which the corporation must 
bargain—its satellite corporations who 
distribute its products or from whom it 
purchases materials and supplies; its labor 
unions representing a large segment of its 
employes; and the buying public who can 
accept or reject the end product of the 
production line. 

You who have read Dr. Galbraith’s 
book* “American Capitalism” are famil- 
iar with this concept of countervailing 
power as a controlling mechanism. We in 
the telephone business are very much 
aware that even in our monopoly position 
we have very real restraints on the wages 
and prices we charge and the decision as 
to whether we will expand our service or 
not. 

Finally, there is control through com- 
petition for the achieving and mainte- 
nance of status. As the large corporations 
have matured over the years they have ac- 
quired a status with the public and with 
other companies both within and without 
the same industrial group, which manage- 
ment strives mightily to maintain or im- 
prove. The competition between Ford and 
Chevrolet to be the top producer of cars 
has little or nothing to do with the profit 
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motive or the fear of loss of market. It is 
primarily a matter of institutional — 
What it takes to maintain status will vary 
with companies. For one it might be pri- 
marily its reputation for being in the fore- 
front with management training and labor 
relations—with another it may be a tradi- 
tional dividend—with another it may be 
the aid given to education. However, 
while there may be differences between 
the large corporations, it is recognized 
that to maintain status no large corpora- 
tion can fall too far behind the others in 
any of these fields. This acts as a very real 
control far more effective than outmoded 
concept of competition between small en- 
trepreneurs in a free market place. 

Of course, if the sole criterion of status 
was size of earnings related to investment 





or sales, it might well be argued that this | 


type of control was in direct conflict with 
the public interest since it would lead to 
higher and higher prices. There are two 
answers to this argument. First, the size of 
earnings is one but not the sole criterion 
of status. If achieved at a sacrifice of good 
labor relations, good public relations, or 
the future ability of the company to pro- 
duce goods or services, the corporation 
would lose rather than gain status. Sec- 
ond, the large corporations have learned 
that as a general rule over the years earn- 
ings are more assured through lowering 
rather than raising prices, thus ‘‘spreading 
the base.”” A study of the prices of prod- 
ucts of large corporations showed they 
have lagged far behind the general price 
level changes. 


This question of maintaining status is | 


akin to a lawyer or a doctor preserving 
his professional reputation. It implies a 


moral standard among corporations—a | 
sense of duty and responsibility on the | 


part of management. Is this something 
new? | think the answer is yes and no (a 
good lawyer’s answer). It is well estab- 
lished in the law and in economics and 
social thinking that the directors and man- 
agers occupy a position of trust to the 





stockholders. However, modern manage- | 


ment frequently talks and acts as if it also 
bore a trust relationship to other groups— 
employes, satellite companies, consuming 
public. This is certainly foreign to the 
thinking of the 19th century lawyers and 
corporate managers. Yet it is a view which 
has become quite prevalent in the last 50 
years. Just as a lawyer is an arm of the 
court as well as the representative of his 
client—so the corporation is being recog- 
nized as a public creature with community 
responsibilities as well as responsibility to 
the stockholders. 

Woodrow Wilson said “I regard the 
corporation as indispensable to modern 
enterprise but it must be recalled to the 
service of the nation as a whole.” 

Maurice Wormser in his book* entitled 
‘Frankenstein, Incorporated” stated : 

(Continued on page 192) 


* See Related Reading page 193. 
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History of Corporations (Continued from page 191) 


“Business depression, unemployment, low 
wages, financial dishonesty, and corrupt 
politics are more closely connected with es- 
sentially unsound corporate practices and 
grossly mistaken vision than are generally 
realized. Corporations with vast power 
must accept the social responsibility which 
accompanies such power. . . . Corporations 
must realize or must be made to realize, 
that they owe an affirmative duty to the 
community which supports them as well as 
the state which creates them. The parallel 
of Frankenstein and his vitalized monster 
is obvious.” 


Raymond W. Miller in his book* en- 
titled “Keepers of the Corporate Con- 
science’ states: 


“As persons corporations must assume 
the responsibility that goes with the grant 
of power. .. . When a group of men ac- 
quire a legal prerogative to form a corpora- 
tion, they simultaneously become obligated 
to an analogous moral responsibility in ad- 
vising that corporation to keep its actions 
within ‘due bounds’ as do the parents of a 
child in regard to its relations to the com- 
munity.” 


A. A. Berle said: 


“Finally, a society in which production is 
governed by blind economic force is being 
replaced by one in which production is 
carried on under the ultimate control of a 
handful of individuals. The economic 
power in the hands of the few persons who 
control a giant corporation is a tremendous 
force which can harm or benefit a multi- 
tude of individuals, affect whole districts, 
shift the currents of trade, bring ruin to 
one community and prosperity to another. 
When the organizations which they control 
have passed far beyond the realm of pri- 


* See Related Reading page 193. 


vate enterprise—they have become more 
nearly social institutions.” 


In an article on the New Conservatism 
in Time magazine November 26, 1956, it 
was stated: 


“The dominant theme of the new conserv- 
atism is that businessmen and corporations 
must shoulder a host of new responsibilities, 
must judge their actions, not only from the 
standpoint of profit and loss or the balance 
sheet, but of profit and loss to the com- 
munity. 

“ “Business today,’ says U. S. Chamber of 
Commerce President John S. Coleman, 
‘views its own work through the eyes of 
the community and looks to the total wel- 
fare in terms of the long pull. Instead of 
resisting change, the new conservatism plays 
a creative role in directing it. Thus the 
progress of the corporation is inextricably 
linked with the progress of the community 
at large.’ 

“A big reason for such a dramatic shift in 
business philosophy is the change from the 
privately owned company, operated for the 
enrichment of its owner, to the publicly 
owned corporation, run by the professional 
manager. The job of running a big com- 
pany is more nearly like that of a public 
official than that of a traditional business 
owner or manager. The modern manager 
has no less an obligation to provide steady 
jobs, good wages and advancement oppor- 
tunities for his employes than he has to 
make a profit for his stockholders.” 


It is too early to state that this concept 
of multiple responsibility is firmly estab- 
lished. It is not as a matter of enforceable 
legal duty by other groups than stock- 
holders. On the other hand it is doubtful 
that stockholders could prevent corporate 
management from assuming such obliga- 
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tion to other groups and a good case cap 
be made to show that the corporations 
which have obtained status in the busines; 
community have had to assume such fe. 
sponsibility. 

It should not be concluded, however, 
that such concepts have anything like uni. 
versal acceptance by corporate Managers, 
An outstanding recent example of the op. 
posite point of view is Louis Wolfson. He 
conducts what he considers is the cam. 
paign for the forgotten man—the stock. 
holder. In companies he controls, he at. 
tempts to maximize stockholder benefits 
even at the expense of customer and pub. 
lic relations. As a relative late comer in 
corporate enterprise he seems little influ. 
enced by the competition for status. In 
running the local transit company in 
Washington he completely ignored the 
reputation he acquired with other utilities 
or business interests. He did nothing il- 
legal. He paid out surplus which in law 
belonged to the stockholder. Yet he suc. 
ceeded in so alienating groups in the 
community that his franchise to operate 
was lifted. I’m sure the same thing is 
happening in many corporations which do 
not attract the spotlight Mr. Wolfson 
gets. While such activities exist, the fact 
that they are rare and that when they exist 
the corporation is subjected to pressure 
from loss of status indicates how real this 
type of control is. 

With this changing concept of the na- 
ture of trust which management bears, 
the role of the corporation lawyer has 
changed. Instead of being primarily con- 
cerned with questions of w/tra vires he 
becomes concerned with seeing that the 
corporation is properly discharging its 
responsibilities to the public. Professor 
Berle in a very fine talk to the Section of 
Corporation Banking and Business Law at 
the American Bar Association meeting in 
1952 stated: 


“As the steady aggregation of expeti- 
ence piles up, it would seem that a corpo- 
ration lawyer must reappraise his job. In 
ultimate analysis, he must survey the con- 
tribution his corporation is making and is 
expected to make (and is relied on by the 
community to make) to the economic life 
of the community which it serves. He must 
have a fairly clear picture in his mind of 
the expectations which the community has, 
and whose fulfillment it is likely to demand, 
politically if need be. He must separate the 
decisions and policies which a company will 
wish to reserve to itself from those decisions 
and policies for which it ought not to as- 
sume responsibility and which it could not 
discharge successfully. He will guide the 
corporation into reasonably clear arrange: 
ments, permitting and indeed requiring the 
Government to make decisions which be: 
long to the political sphere, leaving his 
company primarily responsible for the func- 
tions which it can discharge better than any 
other form of organization yet devised. He 
will recognize that the large corporation 1s 





no longer an individual enterprise: it is an 
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institution, non-statist but still part of the 
body politic.” 


The role of the corporation lawyer in 
the Bell System has fortunately been made 
easy by the vision of past managements. 
President Walter S. Gifford as long ago 
as 1926 placed the Bell System squarely 
on the public responsibility side of this 
debate when he announced that it would 
be the policy of the System to give the 
best possible telephone service at the least 

ssible cost consistent with financial 
safety. 

Is the assumption and discharge of this 
multiple responsibility in the hands of a 
few hundred men who head our large 
corporations ? 

Some of the critics of the concentration 
of wealth and power speak as though it 
were. They ignore the fact that decisions 
in large corporations are not made by the 
resident and directors alone. In a very 
real sense there is decentralization of de- 
cision. We in the telephone business are 
aware of the fact that Frederick R. Kappel, 
president of American Telephone and 
Telegraph Company, does not and could 
not make all the decisions for the Bell Sys- 
tem. As a practical matter, authority and 
responsibility rest upon thousands of indi- 
viduals in the System. The status of the 
System is a resultant of their many efforts 
and decisions. 

Our responsibility as an arm of the 
state must be kept constantly in front of 
us. With enlightened management it is 
my opinion that the community will de- 
rive all the advantages from the corporate 
form of organization without reaping the 
evil which might otherwise go with the 
separation of management and ownership 
interest. 
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Coming Seon: A NEW FOUNDATION REPORT ON 


MANAGEMENT PLANNING AND CONTROL: 


The H. J. Heinz Approach 





Here ts your chauce: 


To find out how an outstanding company employs the basic prin- 
ciples of planning and control; 


To find out how these principles are put into an effective, coor- 
dinated operation ; 


To use the Heinz Company techniques in your own business— 
the high degree of decentralization of management planning 
and control responsibility makes this case study of direct value 
to small and medium-sized businesses as well as to the giant 


ones; and 


To benefit from the experience of a company that has proved 
that profits are planned —not accidental. 


This weuUw study: 


‘Management Planning and Control: The H. J. Heinz Ap- 
proach” is the second in a series of case histories on manage- 
ment planning and control. The first in the series, a case his- 
tory on the General Electric Company entitled ‘Planning, 
Managing and Measuring the Business,’ was published in 
1955.7 


Gind out how you can apply the Heinz technique to your 


own business. 


SEND IN YOUR ORDER NOW 


$3.00 


($2.25 to members of Controllers Institute) 


* GE StupY—$2.00 ($1.50 to members of Controllers Institute) 





CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE » NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada must be accompanied by remittance 
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Management Planning and Control 

A case history of the experience of the 
H. J. Heinz Company in its use of the 
basic principles of management planning 
and control and how these principles are 
put into effective, coordinated operation 
has been released by Controllership Foun- 
dation, Inc., research arm of Controllers 
Institute. 

Entitled ‘Management Planning and 
Control: the H. J. Heinz Approach,” the 
new study will be of interest and value to 
small and medium-sized businesses as well 
as to the management teams of large cor- 
porations because the high degree of de- 
centralization of managerial responsibility 
and authority permits the techniques em- 
ployed by the Heinz Company to be used 








Notes 


by other companies regardless of size. 

Copies of this new study may be ordered 
from Controllership Foundation, Inc., 
Two Park Avenue, New York 16, N. Y. 
$3.00. ($2.25 to members of Controllers 
Institute.) 


Qualified Retirement Plans 

During the third quarter of 1956, the 
Treasury Department approved 1,221 
retirement plans. Of this number, 725 
were pension plans and 496 were profit- 
sharing plans. Coverage under the pen- 
sion plans averaged 118 employes; the 
average for profit-sharing plans was 78 
employes. The total number of qualified 
retirement plans in effect as of Septem- 
ber 30, 1956 was approximately 33,460. 


CONTROLLERSHIP INFORMATION SERVICE 





Microfilm Billing System 


Western Union is now using microfilm 
equipment by Recordak for billing. The 
messages, sorted alphabetically and chron. 
ologically by customer, go to the billing 
clerk along with preaddressed statement 
sheets. Telegrams are then mailed to th 
customer with the abbreviated statement 
Customers can then check the original 
messages against the charges and have the 
option of destroying the telegrams or in. 


corporating them into the correspondence } 


file. The Western Union offices have the 
microfilm copy which permits : ex. 
amination of any message desired. 


Life Insurance 

A record amount of life insurance 
$54.6 billion, was purchased in 1956, ac. 
cording to the Life Insurance Agency 
Management Association. This repre. 
sented a 15 per cent gain over the level 
of 1955, the previous record year. 


Plant and Equipment Spending 

A government survey found that busi- 
nessmen expect to spend a record $37.4 
billion for new plant and equipment this 
year—six and one-half per cent more than 
last year’s new high of $35.1 billion. 


CONTROLLERS: COMPANY STATUS, DUTIES AND RESPONSIBILITIES 


AS SPECIFIED IN CORPORATE BY-LAWS 


Controllership Foundation, in response to an inquiry from a member of Controllers Institute, made a limited 
survey of the company status and duties and responsibilities of controllers as specified in corporate by-laws. 


Scope of Survey 


Thirty-six United States companies were included in the sur- 
vey. Nine New York companies either provided pertinent sec- 
tions of their by-laws or reported that their by-laws made no 
mention of the controller. In addition, a Foundation staff mem- 
ber examined the by-laws of 27 companies selected from the 


files of the New York Stock Exchange. 


Some Highlights of Results 


Of the 36 companies in the survey, 


13 make no mention of the controller in their by-laws, 
23 include sections regarding the duties and responsibilities 


of the controller. 


Analysis indicates that by-law provisions about the controller 
may vary considerably from company to company in phraseology. 
Some of the more common points covered are: 


1, Company Status of Controller 


21 list the controller as an officer of the company, 
2 do not include the controller in the list of company 


officers. 


(It was pointed out by one of the respondent companies 
in the above classification that subsequent to the drawing 
up of its by-laws, the controller was included in the list 


of company officers. ) 


2. How Selected 


All 23 specify that the controller shall be either elected, 
appointed, or chosen by the Board of Directors. 

3. Duties and Responsibilities 
20 of the 23 by-laws give broad descriptions of the major 
responsibilities of the controller. The remaining 3 merely 
state that ‘‘the controller shall perform such duties as 


may generally apply to the office or as assigned by” the 


President. 


Board of Directors, the Executive Committee, or the 


All of the 20 by-laws which specify certain duties and 
responsibilities list accounting as the first responsibility 
of the controller. The most frequently used phrase is that 


“he shall be the chief accounting officer of the com- 


pany,” followed, in most instances, by the clause (of 
modification thereof) “and shall keep or cause to be 
kept accurate accounts of the business of the company. 


Other duties mentioned do not have such common inci- 


dence and, since this was a random sample taken for a 
specific purpose, it would be best not to generalize with 
reference to these other duties. The Foundation, how- 
ever, is seriously considering undertaking an investiga- 
tion of this problem on a broader, more general base, 
particularly if there are indications of continuing interest 


in the question. 
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Automation at Work 

The New York Life Insurance Com- 
any has an exhibit to answer the peren- 
nial question, “How much life insurance 
js enough?” A card, prepunched with in- 
formation about age of the wage earner, 
earnings, family, etc., is pulled from a file 
of 4,000 that record a varied combination 
of income, age and family size. A card- 
handling machine and automatic type- 
writer produce a 15-inch-wide yellow 
sheet that answers the query in dollars. 


More than 500 brokerage offices will 
shift to automatic electric stock quota- 
tion boards by early 1958, according to 
Teleregister Corporation. The boards 
will automatically display stock and 
commodity prices seconds after they are 
established by sale on the various ex- 
changes. 


This Electronic World 


National Cash Register Company has 
announced a program to produce a new 
type of electronic data-processing system 
for general business use. Designated as the 
NCR 304, the new system will provide 
automatic accounting, auditing, reporting 
and other business record-keeping func- 
tions in One continuous high-speed opera- 
tion. The NCR 304 will consist of a 
central electronic computer, magnetic-tape 


memory units, media converters and 
various high-speed input and output 
equipment; it will be  transistorized 
throughout. 

e 


An electronic printer made by Radia- 
tion, Inc., can produce a book the size of 
“Gone With the Wind” in two and one- 
half minutes. 

e 


The National Science Foundation has 
awarded $230,000 to five universities in 
support of computation centers and re- 
search in numerical analysis. The schools 
ate Cornell University, the University of 
California, the University of Pennsylvania, 
Princeton University, and Stanford Univer- 
sity. 

e 

The Army Ordnance Tank-Automotive 

Command in Detroit uses a Bizmac to 


| keep track of every nut, bolt and spark 
| plug, etc., used in any part of the world. 


e 

Canadian Pacific Railway is using an 
IBM 705 to provide nearly instantaneous 
information on the daily movement of the 
CP’s thousands of freight cars. The ma- 
chine will also handle the complicated 
payroll involving some 70,000 employes: 
some workers are paid according to the 
number of miles traveled; others by the 
number of hours worked. The Canadian 
Pacific installation is the first of its kind 
outside the United States. 
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Stock Gains 


In reporting gain from the sale of stock, 
the stockholder may identify the stock 
either by separate certificates or separately 
acquired lots of stock or, if received in a 
former stock split-up, by complete records 
identifying the acquisition and sale of par- 
ticular shares. 


Population Shifts 

About 20 per cent of the population 
changes residence every year, according to 
the Census Bureau. In the year ended 
March 1956, 33.1 million persons moved 
—the highest level since the military de- 
mobilization shortly after World War II. 


Company Recreation 

In 1957 industry will spend over $1 
billion providing recreation for employes, 
according to the National Industrial Rec- 
reation Association. The 1949 survey esti- 
mated that spending was then $800 mil- 
lion annually. Most companies, according 
to NIRA, help pay the costs of equip- 
ment, instructors, and other expenses, and 
provide meeting places and other facilities 
for the employe group. Of the firms with 
recreational programs, only 11 per cent 
bear all the costs and most firms contrib- 
ute one dollar for every one dollar dues 
that an employe contributes as a member 





of a club. An important growing source 
of funds for employe programs is plant 
vending machines: at 43 per cent of the 
— having recreation programs, 
vending machine profits are turned over 
to employe clubs. Approximately 50 per 
cent of companies with programs have the 
services of a full- or part-time recreation 
director. In addition, 51 per cent have fa- 
cilities of their own such as athletic fields, 
gymnasiums, etc. 


Welfare Payments and Bankruptcy 
The Federal District Court in Southern 
California ruled that employer money due 
a welfare fund established by union con- 
tract is the same as wages ana has the same 
prior claim in a bankruptcy proceeding. 





CONTROLLER 


Midwest manufacturing company, 
AAA-1, has opening in management 
team for experienced and aggressive 
controller. Must have successful ex- 
perience in working with standard 
costs, management controls, taxes and 
personnel administration. Opportunity 
for future advancement. Reply in confi- 
dence with complete resume of experi- 
ence and qualifications. 


THE CONTROLLER—Box D2263 
2 Park Ave. New York 16, N. Y. 
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RESEARCH ASSOCIATE 


Excellent opportunity for research man in the field of corporate 
control and financial management. Responsibilities include: analy- | 
sis of available literature; project research, individually and with | 
teams; report writing and editorial work on research manuscripts. 


Experience in any of the following: staff man, or “‘consultant’’ with 
financial control or business research division; analyst with com- | 
mercial business research organization or management consulting 
| firm; staff man in management services department of public ac- 
| counting firm; research associate at collegiate bureau of business 
research; or analyst in business research with business publication. 


Education: College degree. Business administration background 
with emphasis on accounting or corporation finance. 


All replies handled in strict confidence. Send resume, salary re- 


BOX D2265 
THE CONTROLLER 











New York 16, N. Y. 









































TOP MEN... 

Donald H. Bissell was recently elected 
president of Chromium Corp. of America, 
New York; he had been vice president 
and secretary of the company. . . . Byron 
C. Willcox was named chairman of the 
board for the Grolier Society of Canada, 





MR. BISSELL 


Ltd. Mr. Willcox is a vice president and 
director of the Grolier Society, Inc., the 
parent company. 


NEW CONNECTIONS... 

John D. Grayson is now controller of 
}. 1. Case Go. Bactine, Wis... . W. 1 
McNeill is vice president-business serv- 
ices of Calkins and Bayley, Inc., New 
York. . . . R. R. Roberts was recently ap- 





MR. BALME 


pointed treasurer of Fieldcrest Mills Inc., 
Spray, N. C. 

Belford G. Brown has become manager 
of the San Francisco International Air- 
port. . . . F. P. Juraska has joined Amer- 
ican Hard Rubber Company, New York, 


as controller. 





MR. CARLSON 


PROMOTIONS .. . 

Norman E. Kerth was elected vice pres- 
ident and secretary of Con. P. Curran 
Printing Co., of St. Louis, Mo... . 
Dean C. Chamberlain of the John B. Stet- 
son Co., Philadelphia, Pa., was recently 
elected treasurer. . . . Oneida Limited of 
Oneida, N. Y., has elected Hubert L. 
Balme vice president. . .. Merrill J. 
Ferree became vice president of Granite 





MARK YOUR CALENDAR 








CONTROLLERS 
Date Conference 
APRIL 25-27 Western 
MAY 15-18 Eastern 


NOVEMBER 1-4 Annval National 


INSTITUTE OF AMERICA 


Hotel City 
St. Francis SAN FRANCISCO 
Sheraton ROCHESTER 
Greenbrier WHITE SULPHUR 


SPRINGS, W. VA. 


OTHER ORGANIZATIONS 


LOS ANGELES 





MAY 26-29 INSTITUTE OF INTERNAL AUDITORS 

JUNE 24-28 XI INTERNATIONAL MANAGEMENT CONGRESS PARIS, FRANCE 
JUNE 26-28 NATIONAL MACHINE ACCOUNTANTS ASSOCIATION CHICAGO 
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MR. HANSON 





Rock Company and Central Supply Com. 
pany of Watsonville, Calif. 

The election of Arnold W. Carlson as 
vice president of Time, Incorporated, New 
York, was recently announced. . . . Charles 
E. Sener, Jr. is now assistant vice presi- 
dent, the Chesapeake & Potomac Tele. 
phone Company in Washington, D. ¢ 
. . « J. R. Janssen recently became assist. 
ant controller of Lockheed Aircraft Cor. 
poration, Burbank, Calif. 

Stanley R. Anderson is secretary and 
treasurer of Geo. L. Nankervis Co., De. 
troit, Mich. . . . E. Reed Peirce was made 
division controller of the Detroit Manv. 
facturing and Engineering Division of the 
Burroughs Division of Burroughs Corpo. 
ration, Detroit, Mich. . . . J. Edwin Han. 
son has Leen elected controller of Package 
Machinery Company, East Longmeadow, 
Mass., as well as its subsidiary, Reed-Pren- 
tice Corporation, Worcester, Mass. 





MR. ANDRESON 


James A. McFadden, Jr. was appointed 
director of administrative services of the 
RCA Laboratories Division of Radio Cor- 
poration of America, Princeton, N. J.... 
Frank L. Linton has been made vice presi- 
dent and comptroller of Allied Chemical 
& Dye Corporation, New York. . . . John 
Pugsley was appointed assistant executive 
vice president-accounting, United States 
Steel Corporation, Pittsburgh, Pa. Mr. 
Pugsley, a charter member of the Birming- 


ham Control of Controllers Institute, has | 


served as a national director of the Insti- 
tute as well as a regional vice president. 

Crown-Zellerback Corp., San Francisco, 
Calif., has named Leonard F. Beckers as- 
sistant secretary. . . . Russell L. Smith was 
recently elected corporate secretary of 
G. H. Tennant Company, Minneapolis, 
Minn. . . . James V. Lester was named 
vice president of Standard Pressed Steel 
Company, Jenkintown, Pa. 

Wilbur R. Andreson was elected vice 
president-general manager of Bekins Van 
& Storage Company, Los Angeles, Calif. 
Mr. Andreson is currently serving as ptesi- 
dent of the Los Angeles Control of Con- 
trollers Institute. . . . John C. Grace has 
been elected vice president of finance and 
controller of Burton-Dixie Corporation, 
Chicago, IIl. Scott Harrod was 
elected executive vice president and gen- 
eral manager as well as a director of Ditto, 
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Incorporated, Chicago, Ill. . . . William 
H. Perks was recently elected treasurer and 
controller of the Norton Company, 
Worcester, Mass. Mr. Perks is currently 
president of the Boston Control of Con- 
trollers Institute as well as a trustee of the 
Institute’s research arm, Controllership 
Foundation. 


COMPANY CHANGES... 

The Kraft Foods Company recently an- 
nounced five major changes in the or- 
ganization of its financial department: 
R. P. Dennett elected treasurer of the com- 
pany; new appointments are |, L. Olson, 
controller of financial accounting; B. J. 
Keiley, controller of operations account- 
ing; G. M. Dippman, controller, systems 
and procedures; and, M. J. Lambert, con- 
troller of foreign operations. 


NEW APPOINTMENTS .. . 

John B. DeNault has been named a di- 
rector of the General Controls Company, 
Glendale, Calif. He is controller of Farm- 
ers Insurance Group, Los Angeles... . 
Harry Lange, vice president, Cutter Lab- 
oratories, Berkeley, Calif., was elected to 
the Board of Trustees of Golden Gate 
College. . . . Guaranty Bank & Trust 
Co., Worcester, Mass., has elected Donald 
H. Dalbeck a director. He is president 
and treasurer of the Package Machinery 
Co. and the Reed-Prentice Corporation, 
Worcester, Mass. . . . Malcolm S. Suther- 
land, secretary-treasurer, Burlington Steel 
Company, Limited, Hamilton, Ontario, 
has accepted appointment as a trustee of 
Controllership Foundation, Inc., research 
arm of Controllers Institute, to complete 
the term of the late A. L. Fowler. Mr. 
Sutherland is a past president of the Ham- 
ilton Control and served for two years as 
chairman of the Committee on Canadian 
Affairs of Controllers Institute. 





aa 


MR. SUTHERLAND 


MR. PERKS 





MR. ANDERSON 


MR. BRUNOT 


EXTRACURRICULAR ACTIVITIES .. . 


H. Douglas Holcomb addressed a meet- 
ing of the Institute of Internal Auditors in 


San Francisco, Calif., on March 13 on the | 


subject of ‘‘Capital Assets—Budgeting and 
Control.” . . . H. C. Todt, comptroller 
Bristol Laboratories, Inc., Syracuse, N. Y., 
on February 20 addressed the Purchasing 
Problem Seminar sponsored by the Pur- 
chasing Agents Association of Syracuse 
and Central New York on the topic of 
“Tools for Purchasing Control.” ... W. T. 
Brunot, controller, Reynolds Metals Com- 
pany, Richmond, Va., has been appointed 
Institute representative on the Advisory 


Council on Federal Reports. Mr. Brunot 


joins Lisle W. Adkins and T. G. Redman 
who are members of Controllers Institute 
currently serving in this group... . 
Clyde Skeen, controller, Boeing Airplane 
Company, Seattle, Wash., recently ad- 
dressed the Third Annual Regional Con- 
ference of the Society of Savings and Loan 
Controllers in Portland, Oregon. 


RETIREMENTS .. . 


Arthur C. Schuchardt, 
Lambert-Hudnut Division of Warner- 
Lambert Pharmaceutical Company, St. 
Louis, Mo., and treasurer of its predeces- 
sor, Lambert Pharmacal Company, retired 
on February 28 after 31 years of service. 
. . . Capping a half century of service 
with the company, James C. Anderson re- 
tired on April 1 as comptroller of Stand- 
ard Oil Company (New Jersey), New 
York. Mr. Anderson served as a national 
director of Controllers Institute, 1948-51, 
and as a trustee of Controllership Founda- 
tion, 1945-52. ...A. O. Savage, formerly 
deputy comptroller, has succeeded Mr. 
Anderson as comptroller. Mr. Savage is a 
director of the Long Island Control of Con- 
trollers Institute and a member of the In- 
stitute’s National Committee on Education. 
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REMARKABLE 


RESISTALL 


INDEX BRISTOL 
Yours at Virtually 


NO INCREASEIN COST... 


It is washable —(you can rub it, too, 
almost endlessly without roughen- 
ing the surface) 


Resistant to 

® Boiling Water 

@ Oil and Grease 

@ Abrasion 

® Hard Handling 

@ Many Acids and Alkalis 

@ Perspiration 
RESISTALL Index Bristol, made 
of 100% new, white cotton fibres, 
is another L.L. Brown quality value. 
RESISTALL Linen Ledger, a 
companion line, offers the same 
built-in features for record papers. 
Just another case of 

"SO MUCH EXTRA VALUE 

FOR SO LITTLE COST” 
. +. characteristic of all 


L. L. BROWN 


Correspondence & Record 


PAPERS 


Since 1849 
Adams, Massachusetts 
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NRDGA Recommends 


Item Costing in Retail Merchandising 


A DIFFERENT APPROACH to merchandise 
accounting will give cost and profit 
information that will make merchandising 
decisions more accurate, Robert I. Jones, 
partner, Arthur Andersen & Company, 
told the Merchandise Division of Control- 
lers Congress at the NRDGA Convention 
held in New York, January 1957. The 
retail merchant, noted Mr. Jones, has 
become accustomed to viewing pricing 
policies, margins and operating expenses 
primarily on the basis of departmental av- 
erages rather than on the basis of profit 











CENTRAL SOYA 
COMPANY, INC. 


And 


McMILLEN 
FEED MILLS 


Offer 


ACCOUNTING 
MANAGEMENT 
OPPORTUNITIES 


The country’s leading soybean proc- 
essor and a major feed manufac- 
turer has openings in its Account- 
ing-Management Training Program 
for college graduates with majors in 
accounting or graduates of account- 
ing schools. 


We solicit men who wish to grow 
into highly responsible positions, 
men who want to learn modern 
control technique and who can do 
creative thinking and problem solv- 
ing. 

Central Soya Company is known 
for its rapid growth and career op- 
portunities. 


SALARIES: 
For inexperienced men 
$375-$425 per month 
For experienced men 
$425-up 


If interested, write, stating educa- 
tion and background, to: 
P. E. Hensel 
Vice President- 
Personnel Director 
Central Soya Company, Inc. 
300 Fort Wayne Bank Building 
Fort Wayne, Indiana 
































of expense includes such things as sales- 


experience with individual types of mer- 
chandise. However, the merchant must al- 
ways make his business decisions in terms 
of specific items of merchandise. And, 
when he adequately considers the ele- 
ments of gross margin and operating ex- 
pense that are attached to different items 
of merchandise, he reaches the obvious 
conclusion that some items are much more 
profitable than others. 

Increased emphasis on the need for 
greater efficiency demands, among other 
things, the development of r.ew concepts 
of accounting and mezchandise manage- 
ment. It is in this area that we have been 
seeking improvement. The concept which 
has evolved is that merchandise planning 
and accounting should be centered around 
the individual item of merchandise and 
that future profitability rather than /stori- 
cal profitability must be emphasized. 

A profit and loss statement with all the 
presently recognized elements of cost 
shows that the total cost of doing business 
has been split between cost of goods sold 
and operating expenses. Also, the ele- 
ments of cost of goods sold such as initial 
mark-on, mark-downs, cash discounts, in- 
stallation and warranty, and inventory 
shortages, are set out separately. Similarly, 
operating expenses are shown separately 
by major types of expense. 

A statement like this can be compared 
with the budget or with last year or with 
parts of industry averages. But this type of 
statement does not provide the kind of in- 
formation that will tell the merchant what 
is going to happen to his net profit as a 
result of the merchandising decisions he 
may have to make today. For example, he 
does not know what would happen to his 
net profit if he sold 200 more of a certain 
make of appliance than he did last year; 
or sold 200 less; or sold them at a differ- 
ent mark-on. 

Let’s think for a minute about the na- 
ture of the operating expenses. We know, 
for example, that different items of mer- 
chandise sold by a store require different 
methods of handling and, therefore, cre- 
ate different amounts of operating ex- 
penses. These differences arise from differ- 
ences in size, physical qualities (such as 
whether the item is breakable or not), sell- 
ing price, and many other characteristics. 
Many of the expenses incurred in a store 
vary directly with the unit volume of mer- 
chandise handled by the store. 

In other words, an element of such ex- 
pense is incurred every time the store 
enters into a transaction. And by the same 
token, the expense is not incurred unless 
the transaction does take place. This type 








persons’ commissions, receiving and mark. 
ing expenses, delivery costs, warehousing, 
and other similar types of costs. Also 
treated as such a variable type of cost are 
mark-downs, inventory shortages and ad- 
vertising. It is obvious that these latter ex. 
penses are not usually incurred on the 
same physical basis that the other expenses 
are incurred. But from an _ economic 
standpoint they may be related to the vol- 
ume of individual transactions and in the 
following illustrations they are treated as 
a variable expense. 

On the other hand, there are certain 
more or less fixed expenses such as buy. 
ing, occupancy and administrative costs, 
which do not vary with the unit sales vol- 
ume except when there are relatively large 
changes in ‘‘plateau’’ of volume. 

If the statement of profit and loss, with 
the same items as in the traditional state. 
ment, is drawn up and makes a sharp dis- 
tinction between the expenses which vary 
with unit volume and fixed expenses there 
can be three levels of profit, rather than 
two as before: 

The first level of profit is the margin 
we expect from merchandise when we buy 
it and put it on sale; it recognizes the 
“Janded cost” of the merchandise, includ- 
ing freight and purchase discounts. 

The second level of profit is what we 
have left after deducting from this margin 
all the variable expenses. Let’s call this 
level ‘‘controllable profit.” 

The third level is net profit, before 
taxes, which is the amount after deducting 
the fixed expenses from controllable 
profit ; that is, those expenses which would 
probably be incurred whether we sold any 
particular item or not so long as our ag- 
gregate volume was within the planned 
“plateau.” 

From an operating standpoint, it is 
profit at the controllable level that is the 
most meaningful in making merchandis- 
ing decisions. This is the meaningful level 
because additional sales of items which 
produce a profit at this level will always 
better the department’s record, whereas 
additional sales of items showing a loss at 
this level can do nothing but make the 
department’s record worse. 

When it comes to taking action, we 
must inevitably deal with a particular item 
of merchandise. It therefore becomes es- 
sential that we translate this philosophy of 
controllable profit to individual items. If 
this can be done, Mr. Jones told the 
group, you can also see how we can have 
a tool of action rather than a tool con- 
fined to historical analysis. 

Through the use of conventional ac- 
counting techniques, the unit costs of each 
function and service performed can be 
computed. This includes receiving, ware- 
housing, selling and every other type of 
cost. Where actual cost studies have been 
made, it has been discovered that there are 
relatively few different unit costs in any 
one department for any one function. 
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le’s illustrate this with a hypothetical 
study. 

For example, assume there were only 
fve different costs of receiving an item, 
ix different costs of delivering an item, 
ad so on. Let’s also assume that one par- 
fialar item had the cost of 65 cents for 
receiving; $1.45 for warehousing; six 

scent for salesmen’s commissions; 2/4 
per cent for advertising; 2.75 per cent was 
the carrying charge income; $2.00 was the 
aedit department expense; it cost $3.63 
to deliver the item; $3.50 to install it; 
warranty expenses ran $2.10; mark-downs 
rn four per cent; and other costs totalled 
1.17 per cent. 

As you can see, this particular item es- 
tablished a definite pattern of cost charac- 
teristics. A second item was similarly 
studied and found to produce a somewhat 
different pattern. A third item was studied 
and it produced a cost pattern which was 
exactly like the first. After studying every 
item handled by the major appliance de- 
partment, it was found that there were 
only 12 different basic cost patterns for 
the whole department. 

There is tremendous significance in this 
fact. It means that any item in the appli- 
ance department may be fitted into one of 
these 12 patterns; its handling costs are 
then known, and the dollars of control- 
lable profit can be readily computed. 
Therefore, instead of dealing with hun- 
dreds of items as in the past, we are now, 
in effect, dealing with only 12. 

You will note that each item of cost is 
expressed in terms of a flat dollar amount 
per unit or as a percentage of the selling 
price. The total of the flat dollar amounts 
can be added and the total of the per- 
centages can also be added and then ap- 
plied to the selling price. When the dollar 
amount, from the percentages applied to 
the selling price, and the total of the flat 
dollar amount are deducted from the 
mark-up we get the net controllable profit 
in dollars or per cent of the selling price. 
If we wanted to see how we would do if 
the price were raised $10.00 another com- 
plete computation would have to be made. 
Similarly, if we wanted to drop the 
mark-up five per cent, another computa- 
tion would be required. Making this kind 
of detailed computation for each item at 
varying mark-up percentages and selling 
ptices would not be a serious problem. 
Fortunately, however, it is possible to con- 
struct a graph from which we can readily 
tead the results of these calculations. 

The chart should be laid out so that the 
horizontal scale describes selling prices 
and the left-hand vertical scale describes 
the percentages of net profit or loss. As an 
example, suppose that the net controllable 
profit on an item sold for $200 at a 30 
Per cent mark-up was $24.83 or 12.41 per 
cent. By computing the controllable profit 
at the same 30 per cent mark-up for an 
item selling for $100 and another for 
$300 we find that the controllable profits 
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will be 5.75 per cent and 14.60 per cent, 
respectively. 

The three points resulting from the 
plotting of the results of these calculations 
fall in a straight line. This means that at a 
30 per cent mark-up, we can now easily 
read from the chart the controllable profit 
that will result from the sale of any item 
having similar cost characteristics at any 
given sale price. 

All we need to do is find where the 
sales price line meets the line drawn 
through the three points plotted above 
and we can read the controllable profit 
from the scale on the left-hand vertical 
scale of the chart. 

By computing and plotting the con- 
trollable profit for items using a 26 per 
cent mark-up, instead of a 30 per cent 
mark-up, we will again obtain a straight 
line which is parallel to the 30 per cent 
line. This means that if we continue to 
draw lines parallel to the 30 per cent line 
and an equal distance from each other, we 
can then determine from this one chart 
the controllable profit of any item of mer- 
chandise having similar cost characteris- 
tics; it may have any sales price or any 
mark-up percentage, but the chart still 
applies. 

Other charts can be similarly prepared 
for each cost pattern determined, and thus 
provide, through the use of relatively few 
charts, a method of determining dollars of 
controllable profit for every item in the 
department. 

Let’s look now at some of the more im- 
portant uses of this technique. One of the 
more important uses will be as a buying 
aid. For example, when negotiating cost 
prices with suppliers the buyer can con- 
sider the amount of profit contribution on 
each individual item purchased and can 
more logically bring pressure for a more 
favorable price. Another important use in 
connection with the buying function will 
be a more informed consideration of al- 
ternative methods of buying and perform- 
ing certain service functions. For example, 
it will now be possible to more accurately 
evaluate the cost of direct shipment versus 
a warehouse handling; also, to more ac- 
curately evaluate the cost of installation 
and warranty work as done by the store 
compared with having it done by the 
manufacturer’s distributor. 

Several general observations are im- 
portant: 

First, this type of information does not 
supersede merchandising judgment, nor 
should it alone control a merchant's deci- 
sion. It simply makes available additional 
important cost and profit information. 
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cedures, cost systems, statements, and in- 
surance with multiplant operations. Inter- 
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The Federal Budget 


(Continued from page 171) 


THE OFFICE OF ACCOUNTING 

The Office of Accounting was estab- 
lished early in 1956 by reorganization of 
the accounting staff of the Bureau. The 
new Office has taken on additional staff so 
that the Bureau may play a more promi- 
nent role in the Joint Accounting Pro- 
gram. This action was taken in implemen- 
tation of two of the recommendations in 
the Budget and Accounting Report of the 
second (Hoover) Commission on Organ- 
ization of the Executive Branch of the 
Government. In effect, this represents an 
expansion of the en role of the 
Bureau of the Budget, in order to provide 
more leadership in the improvement of 
accounting in the executive branch. One 
of the major jobs of this Office is to work 
toward appropriate implementation of the 
other ekaet and accounting recommenda- 
tions of the second Hoover Commission. 

The pattern of this improvement effort 
has been fairly well defined. The Hoover 
Commission Report on Budget and Ac- 
counting was essentially an endorsement 
of the objectives and activities of the Joint 
Accounting Program—but stressed the 
fact that more rapid progress was needed. 
Based on an executive branch analysis, the 
President issued a public statement in 
April 1956 in which he endorsed the Com- 
mission’s proposals in this Report, ap- 
proved the Bureau's plans for implemen- 
tation of the recommendations, and urged 
prompt action in the agencies. Congres- 
sional consideration of these Hoover Com- 
mission proposals led to the passage of 
Public Law 863, which provided the sup- 
port of the legislative branch for most of 
the major Commission recommendations. 


PUBLIC LAW 863 

Public Law 863 amends both the Budget 
and Accounting Act of 1921 and the 
Budget and Accounting Procedures Act of 
1950, and represents another important 


milestone in the development of financial 
management in government. In additiog 
to calling for simplification of financi 
a. and improved presentation of 

udgetary needs, it provides for the use of 
cost data in governmental budgeting and 
accounting. This is a most important for. 
ward step—one that will ultimately lead 
to strengthened management and control 
of government operations. 

Pursuant to the Hoover Commission 
psoposals and Public Law 863, the Office 
of Accounting has now under way a gov 
ernment-wide program for the improve. 
ment of financial management. A Bureau 
bulletin was issued in October 1956 te. 
questing each agency to make an evalw- 
tion of its existing financial management 
practices in the light of the provisions of 
Public Law 863 and the objectives of other 
Hoover Commission recommendations, and 
to submit plans for action toward compli- 
ance with these provisions and proposals, 
These agency plans are now beginning to 
flow into our office. In the course of this 
improvement effort, the Bureau of the 
Budget and the other central agencies un- 
der the Joint Accounting Program will 
lend every possible assistance in bringing 
the agency programs to successful conclu- 
sion. 

This is one of the most important pro- 
grams now being conducted by the Bureau 
of the Budget. Existing problems in finan- 
cial management in the agencies have been 
identified by studies under the Joint Ac 
counting Program and by the review of 
the Hoover Task Force on this subject. 
The manner in which these problems 
might be resolved has been established by 
executive and legislative branch accept: 
ance of the Hoover Commission propos- 
als. The need now is for rapid corrective 
action that will produce better and more 
accurate data for use in the budget and in 
the other financial reports of the Govern- 
ment. 
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